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Foresight... 


In the minds of most people is the hope that at some 
time they will attain a measure of financial independence. 
Too often this attainment is left to accident or luck. 
Neither is satisfactory ... neither is sound. 


Experience shows that the only sure way of reaching 
this position is by a sound plan of investment ... a plan 
designed for the investor’s own requirements, plus the 
courage and foresight to carry it out. 


Those who have shared in Canada’s almost spectacular 
growth in recent years have been well rewarded. There is 
ample evidence that this growth will continue as Canada 
maintains its place as an important supplier of many of 
the world’s needs. Foresight today, through carefully 
planned investment, can help you share in this growth 
and help you reach the measure of financial independence 





you want. 


There is no universal investment programme. Whether 
for a large amount or for a moderate amount, an invest- 
ment programme should be carefully planned to meet 
your personal requirements. This is where we can 





assist you. 


We shall be happy to help you plan a programme... 
without obligation to you of course. Just come in to any 
of our offices .. . or drop us a line. 


A. E. Ames & Co. 


Limited 
Business Established 1889 
TORONTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER 


VICTORIA WINNIPEG CALGARY LONDON HAMILTON OTTAWA 
KITCHENER ST. CATHARINES OWEN SOUND QUEBEC BOSTON, MASS. 
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DO YOU KNOW? 


Questions 


1. Disability income received under an insurance 
contract constitutes taxable income. 


2. Upon the death of a contributor to a registered 
retirement savings plan prior to the maturity 
date, the whole of the death benefit is subject 
to the special 15% income tax rate. 


A director of a firm is considered by the 
income tax authorities as an employee for 
purposes of an approved pension plan. 


To help your clients obtain full value from their life 
insurance and annuities, our Estate Planning 
Department can provide valuable assistance on 
many questions of insurance planning as related to 
estates and taxation. 


Direct your inquiries to George R. Wallace, C.A., 
Manager of Estate Planning, Confederation Life 
Association, 321 Bloor Street E., Toronto 5. 


(‘onfederation Life 


ASSOCIATION 


Answers 
1. False. 


2. True, unless life insurance benefits are involved, in which 
case only the ‘savings’ element of the proceeds would be 


taxed. 
True. 


(These answers are based on the Law of the Province of 
Ontario.) 








Will your Executor be 
experienced — responsible — 
and always available? 


The answer is “yes” if you name National Trust in your Will. 


20 KING STREET EAST, TORONTO, ONTARIO 


National 


Toronto Montreal Hamilton Winnipeg 
aby bt S | Edmonton Calgary Vancouver Victoria 


ESTABLISHED 1898 








THE BANK OF NOVA SCOTIA 


The first Canadian Bank in The Caribbean now offers 


AN EXPANDED TRUST SERVICE 


The Bank of Nova Scotia Trust Company (Bahamas) Limited, has 
now extended its trust services to Jamaica, Trinidad and Tobago, and 
Barbados. Established by The Bank of Nova Scotia — a partner in 
West Indies’ trade for more than a century and a quarter—the Trust 
Company offers to individuals and organizations such services as 










* executorship and trusteeship of wills. 





* trusteeship of settlements. 





* management services for holding companies, 
pension funds and financial corporations. 








Inquiries may be directed to any of the 42 BNS offices in the Caribbean, to the 
headquarters of the Trust Company in Nassau, or to any of the BNS offices in 
New York, Chicago, London and Canada. 
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IN THIS ISSUE 


R. B. TAYLOR, F.C.A. (page 281) 

A significant business development 
of recent years and an essential part 
of careful and wise administration is 
the increasing attention being given 
to short and long-range planning. 
Comptrollers have their special re- 
sponsibilities in seeing that physical 
plans are translated into financial 
terms by use of the dollar as a com- 
mon denominator, writes Robert B. 
Taylor in “Financial Planning”. To 
help businessmen in their approach to 
the subject Mr. Taylor comments on 
three related aspects of financial 
planning — short-term cash flow, 
long-term investment and sources of 
capital, and shows how each plays an 
integral part in business financing. 

The author is vice-president and 
treasurer of The Steel Company of 
Canada Limited. A graduate in Busi- 
ness Administration of the University 


of Western Ontario, he taught at the 
university before joining the Steel 
Company in 1949. He has held var- 
ious positions in the firm, having been 


appointed general accountant in 
1951, assistant secretary and assistant 
treasurer in 1953, and secretary and 
assistant treasurer in 1955. He was 
named to his present post in 1959 
and in the same year was elected a 
Fellow of the Institute of Chartered 
Accountants of Ontario. 


L. J. SMITH, F.C.A. (page 289) 

The inter vivos gift, if wisely used, 
can play an important part in estate 
planning. On the other hand, the real 
purpose of estate planning may be 
defeated if property is “gifted” solely 
for the purpose of minimizing taxes. 
How, then, can the estate planner 
ensure that the making of gifts will 
be used to best advantage? With the 
growth in estate administration, the 
inter vivos gift is worth careful scrut- 


iny, and the article “Taxation Effects 
of Lifetime Gifts” by Lancelot J. 
Smith discusses steps which should 
be taken and pitfalls which must be 
avoided if the most advantageous tax 
results are to be obtained. 


Mr. Smith is a partner of Gunn, 
Roberts & Co., and author of “How 
to Prepare Your Income Tax” pub- 
lished annually from 1943 to 1956. A 
member of the Institute of Chartered 
Accountants of Ontario since 1932, he 
was elected a Fellow in 1947 and is 
currently a member of the Council of 
the Institute. He is also co-chairman 
of the Taxation Committee of the 
Canadian Institute of Chartered Ac- 
countants. 


W. W. WERNTZ, C.P.A. (page 296) 

On the one hand accountants must 
resist proposals to expand financial 
statements beyond their natural func- 
tions, writes William W. Werntz, and 
on the other they must make sure that 
the presentation of data continues to 
improve. Somewhere in between 
some sort of standard is required, and 
in “What Financial Statements Do 
Not Disclose” the author considers 
what disclosures are necessary in 
order that statements are not mis- 
leading, particularly to the group or 
groups to which they are primarily 
addressed. 


Mr. Werntz is a partner of Touche, 
Ross, Bailey & Smart, New York City, 
and a past chairman of the American 
Institute of Certified Public Account- 
ants Committee on Accounting Pro- 
cedure. The work of this committee 
has been one of his major interests 
during the past nine years. He is a 
graduate of Yale University and Yale 
Law School and from 1938 to 1947 
was chief accountant of the Securities 
and Exchange Commission. 


Continued on page 266 
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Another Achievement from Monroe 


Compacted into a dynamic design 
not much larger than your telephone 
is Monroe's latest conversation-piece. 
Astonishing speed distinguishes this 
10-key Adding Machine — one of the 
famous Monroe Series E with the 
‘Velvet Touch."’ Cycling at 250 milli- 
seconds, it will outpace and outpro- 
duce any machine of its kind. And 
its trouble-free durability rarely if 
ever needs the Monroe nationwide 
service organization that backs its 
rantee. The Series E genuinely 
eans ease, efficiency, economy — 
its surprisingly low price. will save 
you up to one-third when you buy. 


Ps yy 
Pema Bier Wtesecyon a 
for CALCULATING a 


a ADDING + ACCOUNTING 
ma ACM ae 13 
DATA PROCESSING MACHINES 


Monroe Calculating Machine Company of Canada, Ltd., Toronto * Offices throughout Canada. 





COMPLETE CREDIT 


PROTECTION COSTS 
NO MORE 


Canadian Factors offers more than 
just a financing service .. . it 
offers complete protection against 
credit losses, bad debts, slow pay- 
ments. 


Under our NON-RECOURSE 
FACTORING plan your client sells 
his receivables outright—receives 
cash as soon as his merchandise is 
shipped—is paid whether we col- 
lect or not. The client is not 
obligated to repay. 


Only NON-RECOURSE 
FACTORING offers this 100% 
guarantee of payment. And this 
complete profit protection costs no 
more than ordinary financing. It 
is one of the many extra benefits 
you get with the Canadian Factors 
plan. 

If one of your clients is discuss- 
ing factoring, be sure to have 
him check the advantages of 
NON-RECOURSE FACTORING. 
For your own information, write 
for our free booklet: “Credit Pro- 
tection and Receivables Financing.” 


CANADIAN 
FACTORS 
CORPORATION 
LIMITED 
423 Mayor Street, Montreal 


Victor 9-8681 
Established in 1931 








Continued from page 264 
H. J. CROFTS, C.L.U. (page 309) 


In “Life Insurance in Estate Plan- 
ning — II”, Howard J. Crofts stresses 
the fact that in the large majority of 
buy-sell agreements life insurance has 
an important part to play. The con- 
cluding section of his article deals 
with ownership which, in view of the 
new Estate Tax Act, points up the 
necessity of reviewing ownership not 
only on contemplated life insurance 
but also on insurance already owned. 

The author is a partner of Elder, 
Donaldson & Crofts and specializes 
in estate planning and employee ben- 
efit plans. He entered the field as a 
life underwriter in 1939 with the 
London Life Insurance Company and 
formed his present firm in 1958 along 
with Andrew Elder and David Don- 
aldson with whom he had been as- 
sociated previously for 15 years. He 
is well known as a speaker and writer 
on business life insurance and estate 
planning. 


J. A. WILSON, F.C.A. (page 303) 


Because of his independence, the 
public accountant occupies a role 
which is unique among the profess- 
ions. The position is not easy nor, on 
occasions, comfortable, but it is cer- 
tainly rewarding. Before the Conven- 
tion of Asian and Pacific Accountants 
got under way in Melbourne last 
April, the official delegates of pro- 
fessional accounting bodies met for 
round-table discussions in Canberra 
to consider this subject among others, 
and John A. Wilson presented a 
paper on “Independence in Public 
Practice”, the substance of which is 
published in this issue of the journal. 

Mr. Wilson is a partner of Touche, 
Ross, Bailey & Smart, Toronto and 
last month was elected president of 
the Canadian Institute of Chartered 
Accountants. He is a past president of 
the Institute of Chartered Account- 


Continued on page 268 
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The beavers and otters in this case are 
not the kind that build dams or live in 
rivers. They fly high with heavy loads of 
freight—aeroplanes, in other words. 


Flying experience with the R.A.F. dur- 
ing the war and subsequently as a bush 
pilot was the background against which 
Jack X decided to start his own air trans- 
port line. I.D.B. helped him buy his first 
“Otter” aircraft, which he put into service 
flying personnel and equipment to mining 
and other developments in the North. Un- 
der his capable technical management and 
with his shrewd business sense the company 
was able to mark up good profits. These 
were ploughed back into the business and 
with some financial participation by other 
members of his family, satisfactory day-to- 
day financing was maintained. 


To compete effectively with other and 
larger operators in giving good service, 
however, additional planes were necessary. 
Being well impressed with the principal’s 
competence, and in the light of a satisfact- 
ory experience with the initial loan, I.D.B. 
found it possible to assist the small com- 


BEAVERS, OTTERS 





and 





pany’s expansion by further loans to enable 
it to buy more “Otters” and a “Beaver”. 


Operations have not been without set- 
backs. Rugged terrain and uncertain weath- 
er sometimes aggravated operating prob- 
lems but, despite these difficulties, the com- 
pany, with I.D.B. financial assistance, has 
been able to develop and consolidate its 
position. From a beginning with very small 
capital, the company now has assets worth 
hundreds of thousands of dollars, employs a 
large staff of skilled workers, and does an 
annual business that would have seemed 
unattainable a few years ago. All this has 
been made possible through the combina- 
tion of a sound idea, good management 
and adequate and timely financing. 


Foregoing is the account of one of over 
3500 enterprises helped by I.D.B. financing. 
I.D.B. was established to meet financing 
needs of small and medium-sized businesses 
unable to secure satisfactory financing from 
other sources. If you have such a problem, 
or know someone who has, you are invited 
to contact any 1.D.B. office or consult your 
lawyer, auditor or chartered bank. 


INDUSTRIAL DEVELOPMENT BANK 


Regional Offices: Vancouver, Edmonton, Calgary, Regina, Winnipeg, Sudbury, London, 
Toronto, Ottawa, Montreal, Quebec City, Saint John, Halifax 






*I.D.B. can consider proposals for financial assistance in these activities: 








manufacturing, processing, assembling, installing, overhauling, reconditioning, altering, 
repairing, cleaning, packaging, transporting or warehousing of goods; logging, operating 
a mine or quarry, drilling, construction, engineering, technical surveys or scientific re- 
search, generating or distributing electricity or operating a commercial air service, or the 
transportation of persons, or supplying premises, machinery or equipment under lease 
to any business mentioned above. 
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ants of Ontario and a past chairman 
of the Canadian Tax Foundation. 


J. H. McARTHUR (page 315) 

Of various possible methods for 
calculating return on investment, the 
discounted-cash-flow technique has 
been frequently suggested as likely to 
yield the best results. In “Measuring 
Wanita Rate of Return on Capital Invest- 

TATRA A ments”, John H. McArthur takes ex- 

ial 5:t ea fee ception to this point of view and stirs 

up some real controversy on the ac- 

ee curacy of this technique. He presents, 
at the same time, a number of illust- 
rated examples which suggest that 
there are new conceptual and theo- 


By factoring thei 


isle Wee 42h A-) oti 


eee ait retical approaches to the capital 

UR CLE Ee Rc budgeting problem. “Other writers 
abe also seem quite concerned”, he wrote 
esol ppl the Editor, “that perhaps the dis- 


way 'o convert their tied-up capital inte 


counted-cash-flow technique does 
not hang together theoretically in so 
far as it may be used as an explana- 
tion of the theory of investment of 
the firm.” 

Mr. McArthur’s knowledge in this 
and related subjects stems from his 
interest in business administration 
and his desire to participate in re- 
search which will contribute to an 
increase in the understanding of busi- 
ness and administration. He is cur- 
rently a research assistant at Harvard 
Graduate School of Business Admin- 
istration and a candidate for the de- 
gree of doctor of business administra- 
tion. He graduated with first-class 
honoxrs from the University of 
(islet aa British Columbia and in 1959 obtain- 
ed his M.B.A. degree from Harvard 
University. 


Yor<ing casn 


—— 


LOWEST RATES — FOR FULL DETAILS 


EDITORIAL (page 279) 
As a result of automation, account- 
AETNA FACTORS ing faces the most challenging era in 
RPORAT e Cp ere its history. The accountant, as never 
before, must remain abreast of every 
major development in data process- 





Continued on page 270 


268 





“Our National bookkeeping 
machine ends duplication, 
saves time and money” 


writes Mrs. M. E. Colombo, Accountant, 
Kinchen & Dennis, Owen Sound, Ont. 


““We are very pleased with our 
National Desk Model 
Bookkeeping Machine and 
wonder why we didn’t switch 
long ago. It has proven to be 
just the size and type we require. 
Posting on this machine, 

such as Accounts Receivable, 
Accounts Payable, Cash 
Disbursements, Cash Receipts, 
Weekly Payroll and 

General Ledger—is so much 
faster and accurate. It eliminates 
the necessity for typing all 

our monthly statements and 
ends duplicating in entering, 
balancing and posting three 
large synoptic journals. 

We especially like the way 

our National helps keep the 
General Ledger posted up to 
date. Such figures as Bank 
Balance, Total Sales to date 
and Total Purchases to date 
can now be obtained at any 
time by the Executives. 
Formerly, these figures, 

were only available at 

month end. Last, but 


not least, the payroll. : : 
It is so much quicker to get Whatever your business, one of many National Systems can save 
you time and money and increase efficiency. Find out all the 
our payroll out now. —Yeyails today from your nearby National representative. He's listed 
All records are made in one _ in the yellow pages under: ADDING MACHINES/NATIONAL. 


operation—for example, 
Employees’ Earnings 
Records, Employees’ Earnings 
Statement, and Payroll 
Journal. The records are all 
balanced at the same time”. 


THE NATIONAL CASH REGISTER COMPANY OF CANADA LIMITED © CASH REGISTERS ¢ ADDING MACHINES * ACCOUNTING MACHINES 
HEAD OFFICE: TORONTO © SALES OFFICES IN PRINCIPAL CITIES- 











It’s Coat and Hat Time! 





12 Coats 

12 Hats 

12 Prs. of OFFICE VALET 
Rubbers Welded steel. 


Sits on vacuum 
cup rubber shoes. 


8 Umbrellas 


Choice of Grey, 
Mist Green, 
Desert Sand or 
Olive Green. 


—in neat com- 
pact storage, 
open style, for 
quick drying 


W72-3-U-4: for 12 people. 
With hangers 


W72-S-6: for 6 people. 


76” H., 16” D., 61” L. 
$58.00 


36.00 


With hangers .... 


Displays: TORONTO, 8 Wellington W. 
HAMILTON, The Centre 
Order by Phone — HI. 4-1111 
or write 33 Green Belt Dr., Don Mills, Tor. 


Base. keke 


et ee eed 





OFFICE SUPPLIES - PRINTING = BUSINESS FURNITURE 


TORONTO - HAMILTON 
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ing. The cost of record keeping has 
become a major economic problem 
and in this month’s editorial “The 
Challenge of Automation” William L. 
MacDonald, F.C.A., alerts the pro- 
fession to the changes taking place. 


Mr. MacDonald is a partner of 
Clarkson, Gordon & Co., Toronto, and 
chairman of the Legislative Commit- 
tee of the Institute of Chartered Ac- 
countants of Ontario. He recently 
spent nearly two months attending 
courses dealing with punched card 
and computer equipment and _ is 
cognizant of the advances being 
made. He is co-author of “Mining Ac- 
counting in Canada.” (C.I.C.A., 1960) 


Correction 

In the August issue, it was stated that 
Dr. Lucy Morgan, author of “Immigration— 
Where do we go from here?”’, had been 
awarded a teaching fellowship at the Uni- 
versity of British Columbia. This should 
have read “University of California”. We 
regret the error. 


CORRESPONDENCE 





Montreal, August 23, 1960 


Sir: From time to time we are urged to 
remember that whatever views we hold 
about Canada’s national anthem and flag we 
ought to treat with greater respect our 
unique national heritage — the Canadian 
dollar. To assume that the Canadian dollar 
and the U.S.A. dollar have a _ constant 
“parity” of 100 cents and to refer to 
fluctuations as “premiums” and “discounts” 
is to ignore the differences in two national 
economies and to deny our heritage. 
Objection to this convenient practice is 
not mere pedantry. In recent years several 
well-known Canadian corporations have 
published financial statements, acceptable 
to auditors, which affront my national 
pride. The figure for gross sales is arrived 
at by adding indiscriminately all the Can- 
adian and U.S.A. dollars received (but 
excluding other foreign currencies such as 


the dollars of Ethiopia, Hong Kong, Puerto 
Rico and the West Indies Federation) and 
subtracting the “loss” incurred in convert- 
ing U.S.A. dollars to Canadian. 


Of course, the current “loss” of revenue 
to companies with large export sales paid 
for in U.S.A. dollars is real and serious. 
But should this excuse a method of ac- 
counting that ignores the elementary rule 
that oranges and lemons can be added as 
items or by weight, never as_ wholly 
oranges or wholly lemons? Would _ this 
same method of accounting be continued 
if a sharp rise in the value of the U.S.A. 
dollar in Canadian currency resulted in a 
“profit”? 

I cannot imagine a Danish, Norwegian 
or Swedish accountant adding Danish and 
Norwegian kroner and Swedish kronor 
indiscriminately. 

Lesuie L. H. Mites 
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Outstandingly Succesrsyul 
STANDARDIZED AUDIT WORKING PAPERS 


(What most accountants thought impossible) 
And other Books, Etc., by Frederick Staples 


C101 STANDARDIZED AUDIT WORKING PAPERS (full size set 
complete, including sufficient extra copies of most forms 
for the average engagement). Believed to be the first 
workable, comprehensive set of standardized audit work- 
ing papers made available to practicing accountants, gen- 
erally, in the U.S., for actual use in the field. Thousands 
of sets already sold 

The Accountant, London: ‘A monument of industry. He 
has tried to standardize the whole field of auditing. If 
has succeeded, he has substituted his own skill for that 
of the audit staff . . . and has produced mechanized 
auditing.’ 

C102 STANDARDIZED AUDIT WORKING PAPERS. A _ book 
containing each of the above 67 standardized audit WP’s 
in reduced size, filled out for a typical audit engagement, 
with innovations explained 145p 

The Canadian Chartered Accountant: ‘reflects years of 
experience in carrying out and supervising audit work. A 
revelation in the foundation it provides for carrying out an 
efficient audit. A very practical and instructive book. 

The Chartered Accountant of Australia: “Of the greatest 
possible utility.’ 

The Accountant, London: ‘the application of wide experi- 
ence to a highly systemized basis.’ 


AUDITING MANUAL Bp 
The Accountants Journal, New Zealand: ‘A_ valuable 
discipline to any practitioner . . . who cannot fail to receive 
fresh ideas.’ 
PREPARING FOR THE AUDITORS. What the client can do 
to prepare for the audit and to help reduce cost ............. 14p 
SPECIMEN WORK SHEETS FOR THE AUDITORS 
Illustrating some of the schedules the client ordinarily 
can prepare in advance 34p 
OFFICE RULES (Accounting Firm). Covers internal office 
matters. Not an auditing manual 18p 
THE INVENTORIES ciiwccdeeeo 2S 
The Accountants Digest, U.S.A.: ‘The reviewer takes 
pleasure in recommending this excellent book . . . because 
it covers the subject authoritatively, concisely, and com- 
pletely.’ 
The Accountants Journal, New Zealand: ‘Refreshing to see 
set out in such clear form the suggested American approach. 
THE MONTHLY FINANCIAL STATEMENTS 
The California CPA: ‘A summary of certain very practical 
suggestions.’ 
The Accountant, London: ‘A ‘must’ for most accountants.’ 


THE COUNTING HOUSE PUBLISHING CO. 


THIENSVILLE, WISCONSIN, U. S. A. 


All books sent on 10-day approval * All prices F.O.B. Thiensville, and subject to change without 
notice * Postage paid on cash orders. Same refund guaranteed * Full payment should accom- 
pany foreign orders * Remittance should accompany any order for $2.50 or less, and should 
include a service chrge of 25 cents. 
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Make clean dry copies 
of financial statements 
and accounting records 
on white bond stock 


ta just 4s secomeas 


With a “*THERMO-FAx’”’* Copying Machine you can now make 
up your financial statements on snow-white bond copy paper. 
In fact, ‘““THERMO-FAx”’ white bond is ideal for accounting 
records and all the paperwork around your office. And a 
**THERMO-FAx’’ Copying Machine offers endless time-saving, 
cost-saving advantages. Take for example, speed... copies 
in just 4 seconds because of its simple, one-step operation. 
All-electric, completely dry, with no messy chemicals or 
bothersome negatives to slow you down. Error-proof too! 
Saves hours and hours of typing. There are many more 
benefits . . . call your local representative or write for fur- 


ther information. 
*T.M. Reg’d. 


*escanc™ 


MINNESOTA MINING AND MANUFACTURING 
OF CANADA LIMITED, BOX 757, LONDON, CANADA 
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NOTES AND 


COMMENTS 





American Institute Meets 

Addresses by President Eisenhower 
and budget director Maurice H. Stans 
highlighted the 4-day annual meeting 
of the American Institute of Certified 
Public Accountants which was held 
in Philadelphia September 25-28. Ap- 
proximately 2,500 CPA’s and their 
guests heard the President speak at 
the opening session of the Institute's 
73rd annual meeting on Monday, 
September 26. The President’s budget 
chief, Maurice H. Stans, addressed 
the gathering at the conclusion of the 
President's talk. Mr. Stans is a former 
president of the American Institute of 
Certified Public Accountants and is a 
member of its governing Council. 

Many top U.S. experts in public ac- 
counting and taxation were on the 
roster of speakers for the balance of 
the annual meeting program. Among 
subjects discussed were “Inherent 
Weaknesses in Accounting for Public 
Utilities,” “Applications of Ethics to 
Tax Practice,” “The Need for Uni- 
form Tax Provisions in State Laws,” 
and “Improving the Quality of Finan- 
cial Reporting.” 

The Canadian Institute of Charter- 
ed Accountants was represented at 
the meeting by John A. Wilson, 
F.C.A., Institute president, and R. 
D. Thomas, C.A., executive secretary. 


Chartered Accountants in Ceylon 
The Institute of Chartered Ac- 
countants of Ceylon reports consider- 
able progress since its formation earl- 
ier this year. Membership now totals 
123 accountants most of whom are 
members of the Institute of Chartered 
Accountants in England & Wales. An 
examinations committee has been ap- 
pointed, and the Institute expects to 
hold its first intermediate and final 
examinations in December of this 


year. Cash prizes for the highest 
standing in the final examinations and 
gifts of books for top candidates in 
the intermediate examinations will be 
awarded. Training classes will be 
directed by a full-time lecturer in ac- 
countancy from the United Kingdom. 
The Government of Ceylon has made 
a donation to the Institute in accord- 
ance with the terms of the Act of In- 
corporation, and the amount has 
been earmarked for the erection of a 
headquarters building which is ex- 
pected to be ready towards the end 
of next year. Negotiations are in hand 
to obtain 1000 books through Colom- 
bo Plan authorities, and these will 
form the nucleus of the Institute's 
library. 

We send cordial congratulations to 
the Institute of Chartered Account- 
ants of Ceylon on its successful form- 
ation and offer best wishes for its 
continued development and prosper- 
ity. 


American Research Program 

At its May Council meeting the Am- 
erican Institute of Certified Public 
Accountants authorized the president 
of the Institute to make a special ap- 
peal to members for voluntary con- 
tributions to support an expanded re- 
search program. Last month the In- 
stitute reported that firms throughout 
the country had responded “swiftly 
and generously” and that pledges had 
been received from small and large 
firms and from members in industry. 
The range ran from $5 to $100,000. 
In addition to individual $500 pledges 
($100 a year for five years) some 
firms had computed their contribu- 
tions over a five-year period on a sim- 
ilar basis. An approximate estimate of 
the financial needs of the program 
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Like an airliner, a business transaction isn’t worth much 
* until it’s completed ... when the invoice is paid. After your 
clients have made the sale and the shipment, AMERICAN 
CREDIT INSURANCE helps them finish the job... completes 
their profit cycle... protects their capital investment in 
accounts receivable. 


The one thing that permits deeper market penetration 
is security ... the security of commercial credit insurance. 
AMERICAN CREDIT INSURANCE facilitates sales progress... 
helps companies add more new customers, sell more to 
present customers...by elevating lines of credit with 
security and stability. 


To extend market penetration and profit 
p protection. ..recommend American 
; Credit Insurance 


Available through insurance agents... 
or our local office. Send for informative 
booklet on the many sound advantages 
of modern credit insurance. Write 
AMERICAN CREDIT INDEMNITY COMPANY 
of New York, Dept. 45 Montreal, 
Sherbrooke, Quebec, Toronto, Hamilton, 
Woodstock or Vancouver. 
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over a 5-year period is $1,000,000, and 
for the coming year the Institute has 
committed $200,000 with just over 
$100,000 in pledges having been re- 
ceived. Financial requirements for 
the next five years were expected to 
be met by members’ contributions 
and a long-range plan for permanent 
financing will be developed. In a re- 
cent survey of the membership on the 
relative importance of Institute activ- 
ities, the accounting principles pro- 
gram was rated essential by 75% of 
the respondents. 


AICPA Director of Education 

Edward S. Lynn, C.P.A., has been 
appointed director of education of 
the American Institute of Certified 
Public Accountants. He was formerly 
associate professor of accounting at 
the University of Wisconsin. As direc- 
tor of education for the Institute, Mr. 
Lynn will be responsible for the prep- 
aration and marking of the uniform 
certified public accountant examina- 
tion. The examination is now used in 
all 50 states, and the District of Col- 
umbia, as well as in Puerto Rico and 
the Virgin Islands. 


C.1.C.A. Annual Conference 

Almost 1000 persons attended the 
58th annual conference of the Cana- 
dian Institute of Chartered Account- 
ants held at the Banff Springs Hotel 
from September 11 to 14. A full re- 
port of the conference with pictures 
will appear in the November issue of 
this journal. 


English Editor Dies 

The death is reported of Leo T. 
Little, B.Sc. (Econ.), editor of Ac- 
countancy, who passed away in Aug- 
ust at the age of 50. Mr. Little served 
the accountancy profession for over 
20 years, editing Accountancy when it 
was published under the sponsorship 
of the former Society of Incorporat- 





ed Accountants and Auditors and lat- 
er, after integration, under the In- 
stitute of Chartered Accountants in 
England and Wales. 


Revised Confirmation Form 

The revised bank confirmation 
form authorized by the Canadian 
Bankers Association and the C.I.C.A. 
is now available. For details of the 
changes see page 333 of this issue. 
Price of the revised form is now $2.50 
a 100 for non-imprinted; $18.50 for 
500 imprinted and $3.50 for addition- 
al 100’s imprinted if ordered at the 
same time. 


In the News 


C. A. Extts, C.A. (Ont.), has been 
appointed by the United Nations 
Technical Assistance Bureau to ad- 
vise the Government of Argentina on 
the financial and rate aspects of the 
electricity industry. Similar missions 
have been completed by Mr. Ellis for 
the United Nations Bureau of Tech- 
nical Assistance to the Governments 
of Colombia, Iran, Bolivia, Chile, 
Venezuela and Paraguay. 

Paut Hickey, C.A., (Ont.), has 
been appointed Assistant Deputy 
Minister, Finance, of the Department 
of Municipal Affairs of the Province 
of Ontario. 


CURRENCY EXCHANGE RATES 

The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., August 31, 
1960: Australia (pound) 2.19; Belgium 
(franc) .0195; Denmark (kroner) .1415; 
France (franc) .1987; Germany (d.mark) 
.2335; India (rupee) .2053; Italy (lira) 
.00158; Mexico (peso) .0776; Netherlands 
(guilder) .2580; New Zealand (pound) 
2.72%; Norway (kroner) .1365; Sweden 
(kroner) .1890; Switzerland (franc) .2260; 
Union of South Africa (pound) 2.7344; 
sterling in Canada, 2.72-2.73; sterling in 
New York, 2.81-2.81%; U.S. dollars in Can- 
ada, 3%-2% discount. 
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help us get orders 
and invoices out 


in record time” 


An automated order-invoice system 
has simplified paperwork for Kelly, 
Douglas & Company, Limited, whole- 
sale grocers known for their ‘Nabob’ 
brand. It offers greater accuracy and 
speed in order processing, and provides 
inventory and sales information to man- 
agement on a daily basis. 





Punched cards for each case item in 
stock and for each customer are kept 
on file. These are pulled against an 
order and run off on an electric account- 
ing machine, which automatically prints 
the complete order-invoice on a specially 
designed 3-part form. This single print- 
ing gives full system control of filling, 
shipping. delivering, billing and record- 
ing the order. For instance, the ware- 


Build control with 


CONTROL AT KELLY, DOUGLAS 


“Moore forms 


i 


Charles M. Humphrys, Comptroller, 
Kelly, Douglas & Company, Limited 


house ‘slot number’ for each item is 
shown, speeding the order-filler’s job. 
Total weight is calculated for the Ship- 
ping Department’s benefit. Unit prices, 
total cost and suggested retail prices are 
included for the customer and for bill- 
ing and accounts receivable. The Tabu- 
lating Department’s copy is used for 
daily reconciliation of sales and inven- 
tory reports. 


Having the full invoice before the 
order is filled saves packing errors and 
credit adjustments. The system elimi- 
nates copying mistakes and cuts proc- 
essing time and costs. The retailer gets 
his invoice with his order, in record 
time. The form is a Moore Formaliner 
—the company’s control in print. 


“The Moore man’s knowledge and ex- 
perience played a big part in setting up 
this system,” reports Charles M. Hum- 
phrys, Comptroller of Kelly, Douglas. 
For more detailed information on this 
ADP (Automated Data Processing) 
system, write the nearest Moore office. 
No obligation, of course. 

Moore BusiINEss Forms Ltd. *—856 St. James St. 
West, MONTREAL + 7 Goddard Ave., ToroNTo 15 + 
711 Erin St., WINNIPEG + 296-12th Ave. East, 
VANCOUVER. Over 300 offices and factories through- 
out Canada, U.S., Mexico, Cuba, Caribbean and 


Central America. 
* Division of Moore Corporation, Limited 
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important ways 


CHARTERED TRUST 


Cam SCrve YOU cee 


® Savings Accounts @ Executor of Will 


@ Guaranteed Investment @ Estate Planning 


Certificates 
@ Pensions for Self- 


®@ Real Estate Agent Employed 


® First Mortgage Loans @ Investment Management 


CHARTERED TRUST 


COMPANY 
34 KING ST. W. TORONTO 


CHARTER, 


Deer Park Kingsway York Mills Lawrence Plaza 


20 St. Clair Ave. W. 2972 Bloor St. W. 1518 Bayview Ave. Bathurst St.—Lawrence Ave. 


= Y 
new: © 


McDONALD’S CURRENT TAXATION N EW 


Authoritative - Practical - Economical 
Reports of income tax cases with notes of judgments and decisions and a 
commentary prepared by J. G. McDonald, author of CANADIAN INCOME 
TAX and CASES AND MATERIALS ON INCOME TAX, from advance 
reports of the Exchequer Court and the Tax Appeal Board. Published 


weekly and sent by first class mail. 
This is faster reporting than any other publication on the subject and is 
available with the comments of Mr. McDonald, an acknowledged authority on 


the subject. 
Subscription to the end of 1960 $11.25. Annually thereafter $22.50 ($7.75 for 


subscribers to CANADIAN INCOME TAX). Annually thereafter $15.50. 
Further particulars from: 
1367 Danforth Avenue, Toronto 6, Ontario. 


UTTERWORTH & CO. (CANADA) LIMITED 
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Editorial 


THE CHALLENGE OF AUTOMATION 


Our PROFESSION is generally aware of the expanding field of auto- 
mation and integrated data processing, but as a whole we do not 
appreciate the explosive rate of development of these concepts. 
Public accountants are among those who continually receive an- 
nouncements of new computers and allied equipment and of confer- 
ences dealing with the topic. Until recently many of us believed that 
the use of computers and punched-card equipment would be con- 
fined to relatively large companies and even then to purely statistical 
or engineering applications. When occasionally such equipment was 
used in an accounting function, we often regarded it as a high-speed 
calculating and printing device that would produce records subject 
to verification by normal auditing techniques. 

Computers are now becoming available at rentals which will 
prove attractive to many relatively small enterprises. There is also a 
growing tendency to the use of magnetic tapes and disc storage units 
to hold the detailed information which we are accustomed to find in 


_written or printed records. In some tabulating applications, listings of 


individual transactions significantly reduce the speed of the operation 
and where high speeds are essential, accounting reports will tend to 
become more condensed and only summary totals will be produced. 
The foregoing trends make it necessary for public accountants to 
develop and master new techniques which will require a thorough 
basic understanding of both the equipment and the procedures. 
There is one fact that can reduce our concern over the coming 
revolution. Some of the equipment, manufacturers have adopted a 
far-sighted approach towards the establishment of educational facil- 
ities. In one instance these include introductory schools in many of the 
principal cities and advanced educational centres adjacent to the 
manufacturing plants. In this case, the calibre of the teaching staff 
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and the quality of the instructional equipment can be highly com- 
mended. 

Chartered accountants in practice will become involved in auto- 
mation from two different approaches: as management consultants 
and as auditors. The former will require a highly specialized training 
and will necessarily devote almost their entire efforts to keeping 
abreast of the bewildering array of new developments. The latter will 
be unable to assign sufficient time to the study of this field to permit 
them to advise clients as to the appropriate equipment or the detailed 
procedures, but it will be necessary for them to obtain a sound basic 
knowledge of methods of operation in order to cope with the problem 
of developing new auditing techniques. 

Most public accountants who have not attended courses of in- 
struction fail to appreciate the extremely high degree of flexibility 
and the discriminating power of even punched-card equipment. These 
are achieved by the wiring of control panels and any attempt to con- 
trol the equipment during some phase of an audit merely by ob- 
serving the operation of the external controls or switches is sheer 
folly. 

One manufacturer stresses the participation of the auditor in the 
general programming for a new computer installation in order that 
he can be satisfied that the program includes adequate audit trails. 
Programming is a lengthy and costly procedure, and once a program 
has been completed any client would resist a request for major 
changes required to introduce audit trails which could have been 
incorporated in the original program. 

Automation will not alter generally accepted accounting principles, 
but the introduction of computers will make it practical to conduct 
research into the long-term effects of varying the presently accepted 
principles. 

The challenge to our profession is to acquire sufficient knowledge 
at an early enough date in order that the statement “Our examination 
included a general review of the accounting procedures and such 
tests of accounting records and other supporting evidence as we 
considered necessary in the circumstances” will continue to have 
meaning. The acquisition of such knowledge is time-consuming and 
is not a simple process. It is important to realize that the time avail- 
able may be much shorter than we think. 
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Financial Planning 


ROBERT B. TAYLOR, F.C.A. 





OF ALL THE OBJECTIVES that a busi- 
ness enterprise may have, the finan- 
cial one is central. While the filling 
of an economic need is, of course, 
primary to society as a whole, it is 
the hope of making a profit that leads 
individual members of that society, 
by postponing consumption of eco- 
nomic goods, to save part of their in- 
comes and invest it in the share cap- 
ital of private enterprise. That is the 
basis of the so-called capitalist system 
that has provided North Americans 
with a material standard of living far 
ahead of the rest of the world and, in- 
cidentally, has allowed them to con- 
tribute so liberally to the raising of 
standards in other lands. 

At the inception of a business and 
continuously throughout its life, the 
decisions that determine the course 
it is to take are based upon a forecast 
of its future economic environment. 
This forecasting may be done by a 
logical process of economic analysis, 
by hunch and rule of thumb, or mere- 
ly by implication, but it is done. To 
this forecast the business reacts with 
plans of action designed to maximize, 
within limits set by other objectives 
and by the customs and regulations 
of society itself, its long-term profits. 
So it makes its contribution to those 
investors who share the risks. to its 


customers, to its employees and to the 
country at large. 

All business decisions are made, 
then, with this financial motive in 
mind, and all business planning is in 
the ultimate, financial planning. But 
for purposes of discussion it is more 
useful to look at financial planning 
as just one of the several aspects of 
business planning. For in preparing 
to take action leading to the long- 
term maximization of its profitability, 
questions concerning — technology, 
market analysis and manpower plan- 
ning will all have essential parts to 
play. Finally, however, the alterna- 
tive courses of action emerge in a 
dollar and cent form that relates pros- 
pective income to required invest- 
ment or cost. This financial thinking 
takes place in all departments of a 
business but is primarily the respon- 
sibility of top management, to whom 
the investors (the shareholders) look 
for efficient management of the dol- 
lars that they have put out at risk 
with the expectation of making a 
profit. 

The experts in the financial aspect 


.of business planning, in the comptrol- 


ler’s or treasurer's office, have as their 
special responsibilities the translating 
of physical plans into financial terms 
and the coordination of the plans of 
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the functional divisions of a company 
into a cohesive whole by use of the 
dollar as a common denominator. The 
final plan is concerned with profits 
and cash flow and has as its standard 
of measurement return on investment, 
the theory being that disinvestment 
will take place when more attractive 
returns in terms of relative risks ap- 
pear elsewhere. 

To do justice to all the ramifica- 
tions of financial planning would re- 
quire far more space than is available, 
and a great deal of what could be 
said would be uselessly repetitious, for 
many volumes have already been writ- 
ten on the subject. Pricing policy, the 
effect of volume of business on costs, 
the incremental changes in costs and 
profits resulting from changes in pro- 
duct mix all have financial implica- 
tions and are, indeed, integral parts 
of financial planning. Rather than deal 
with these matters, however, this ar- 
ticle will consist of what are hope- 
fully set forth as useful comments on 
three closely related problems of 
financial planning, namely, short-term 
cash flow, long-term investment and 
sources of capital. 


Short-Term Cash Flow 


One of the first questions the finan- 
cial planner will ask himself is: what 
is an adequate amount of cash to keep 
on hand, or in readily available form? 
The reason for the question is obvious 
— too small an amount will unduly 
circumscribe the firm’s flexibility as 
well as pass too much power to short- 
term credit grantors, and too much 
cash will result in real financial loss, 
since cash on hand is an investment 
with relatively small earning power. 
Of course, no answer can be given to 
the question without taking careful 
account of all the attributes of the 
particular business and its own 
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peculiar economic environment and 
outlook. Terms of purchase and sale, 
the length of the production process, 
the rapidity with which working capi- 
tal turns over, the volume of business 
and the cyclical and seasonal charac- 
teristics of the business all must be 
considered. 


For the established going concern 
the amount of cash actually carried 
will already have been determined for 
the past years of its history. Plans for 
the cash requirements of the future 
can, in part, be made by studying 
the patterns of the past. For instance, 
most businesses have seasonal varia- 
tions in sales, purchases and produc- 
tion. These in turn result in seasonal 
variations in cash collections and cash 
outlays. A few hours spent on care- 
fully plotting the relationship between 
sales and collections and that between 
production volume and payments for 
wages, materials, supplies and services 
for the preceding year (or several 
past years), will, in most cases, reveal 
important patterns. These patterns, by 
and large, change slowly and will 
serve as useful guides in setting up 
the current year’s cash budget. Of 
course, it is not necessary to do this 
for every item of expenditure. At the 
outside, a dozen of the largest should 
suffice, the rest being lumped together 
as miscellaneous. 

It should be pointed out that cash 
payments and receipts are exper- 
ienced daily. While a prudent cash 
reserve, or a previously arranged line 
of credit at the bank, will tide a com- 
pany over short periods of cash 
stringency, efficient management of 
the cash fund will require day-to- 
day plans or at least weekly forecasts. 
For instance, many businesses will 
find that collections tend to be heavier 
on Mondays and on the first working 
days of months (provided they are 
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not Fridays) and careful planning for 
such things can lend significant stretch 
to the cash supply. 


Having in mind these “business 
habits”, the forecasts of sales and pro- 
duction on which cash planning de- 
pends can be fitted into a projected 
cash flow. While cash forecasts for 
a whole year or even for quarters are 
probably adequate in the form of pro 
forma financial statements, the fore- 
cast for the month ahead must be 
done on a basis of receipts and dis- 
bursements. For this period of time, 
the normally expected receipts from 
customers will be known, for the sales 
will already have been made, assum- 
ing 30-day terms, and except for pur- 
chases with discount periods of less 
than a month, so will expected dis- 
bursements for purchases. The biggest 
question remaining is: will the cus- 
tomer pay his account when you ex- 
pect him to? Despite the most careful 
study of the problem, there will at 
times be disappointments. But he who 
has taken the trouble to make careful 
plans will at least know when some- 
thing gets out of line and will, over 
a period, certainly achieve a more 
efficient control over his cash fund. 
As many businesses have undoubtedly 
learned, this can be rewarding in 
periods of credit scarcity, and par- 
ticularly in recent years with the de- 
velopment of a money market in 
Canada, it can lead to significant 
earnings on temporarily idle cash. 
Even “weekend” money is a saleable 
commodity these days. 


Taking pains to estimate the cur- 
rent flow of funds will also give a 
fair indication of how the increment 
of receipts over disbursements is 
spread over the year. This increment, 
consisting mainly of after-tax profit 
plus depreciation, represents discre- 
tionary spending power, the disposi- 





283 





tion of which is a most important 
factor in the future direction and 
growth of the business. From it come 
the funds to pay dividends and to 
plough back into renewed or ex- 
panded facilities, research activity, ad- 
ditional working capital and so on. 
In a well-run concern, plans for these 
things will have been made in ad- 
vance since they represent optional 
disbursements as opposed to the 
necessary payments for raw materials, 
wages and the other out-of-pocket 
expenses of the ordinary operation. 
Their magnitude and timing, at least 
up to the time of commitment, can 
be more surely estimated, and if they 
are large in relation to the normal 
cash position of the company, their 
financing will have been arranged for 
in advance of the time of making pur- 
chase commitments. 


Dividend Policy 

Dividends, of course, are discre- 
tionary up to the point of declaration 
although for public companies the 
overall financial plan will try to make 
provision for at least a continuation 
of the current level of payment. How 
much of the profits of the company 
should be handed back to the share- 
holders and how much should be 
retained with depreciation cash to 
form the growth fund? Plausible rea- 
sons can be given for almost any 
answer. For instance, the writer re- 
cently read of a company president, 
and this was a public company with 
fairly broad share distribution, who 
stated that the company never had 
and never would declare a dividend. 
Shareholders received their return by 


‘selling their stock, presumably at 


prices made profitable by the capital 
appreciation resulting from the suc- 
cessful plough-back of earnings. As- 
suming adequate opportunities for the 
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profitable investment of retained earn- 
ings and appropriate stock splits, it 
would have obvious tax and timing 
advantages for many shareholders. It 
would be interesting, however, to see 
what would happen if all public 
companies were suddenly, and in 
unison, to adopt such a policy. 


Then there are those who contend 
that all profits, (some would even 
include depreciation funds), after pro- 
viding some sort of cash reserve for 
contingencies, should be disbursed to 
the stockholder. The theory here is 
that all capital investments should be 
subject to “the decision of the market 
place”, that is, that all new capital 
projects from all of industry should 
compete against each other for the 
investor's dollar. While there is some- 
thing to be said for such a theory, 
questions of cost, timing and the 
ability of the securities market cor- 
rectly to judge the relative merits of 
capital projects make it appear pretty 
unrealistic. Nor does the market judge 
projects anyway, except in the broad- 
est sense, but rather judges indus- 
tries and managements. Furthermore, 
if the business can employ capital 
funds profitably, then the entry of the 
tax collector effectively discourages 
such a policy. Why should a business 
pay out profits, thus making the share- 
holder subject to tax on dividend in- 
come, and then ask him to reinvest 
the remainder?! 

Proper dividend policy will always 
be one of judgment based on the level 
of profits, the concept of the share- 
holders’ desires that is held by man- 
agement, and the worthiness of the 





1 An interesting discussion of business sav- 
ing appears in: Hood, Wm. C., “Financ- 
ing of Economic Activity in Canada”, pp. 
267-274, Royal Commission on Canada’s 
Economic Prospects, 1958. 


capital investment opportunities of the 
firm. Since stockholders vary widely 
in their attitudes towards dividends, 
depending on their own financial 
plans and tax positions, (many of 
them are financial intermediaries such 
as investment funds, life insurance 
companies, and trustees), this aspect 
of the problem will inevitably result 
in a compromise. Perhaps the most 
satisfactory answer will lie in a policy 
that aims at a consistent percentage 
payout with due regard for the un- 
desirability of reducing dividends and 
the sometimes cyclical attractiveness 
of investment opportunities. The 
would-be investor can then evaluate, 
in terms of his own desires, the es- 
tablished dividend pattern and act 
accordingly. 


Long-Term Investments 

Assuming a satisfactory dividend 
policy that provides for some profit 
retention, which is of course the re- 
sult of planning, the question then 
arises of how to choose between alter- 
native uses to which these funds can 
be put, as well as whatever cash the 
booked depreciation has accumulated. 
The planning that resulted in the 
retention of profits would include, one 
would think, plans for the disposition 
of the funds retained. 


To a growing business in a growing 
industry there should always be more 
opportunities to invest in profitable 
capital projects than there are funds 
available. The search for them and 
their subsequent evaluation is one of 
the most creative aspects of business 
planning. If there is a scarcity of such 
opportunities in the concern’s normal 
line of business, then financially- 
minded management will broaden the 
search to include related products, or 
even quite unrelated fields. Business 
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history is replete with examples of 
enterprises that have changed horses 
and become more prosperous as a 
result. Unfortunately there are pro- 
bably as many instances, perhaps even 
more, where too close attention to 
keeping in the rut of custom has 
meant missed opportunities and ul- 
timate loss. For loss, like sin, is as 
frequently and as seriously the con- 
sequence of omission as it is of com- 
mission. 


Assuming, however, that there are 
alternative uses for retained funds and 
that they are seen, how does one 
measure their relative merits as in- 
vestments? The readers of this article 
will likely be familiar with some, if 
not most, of the literature that has ap- 
peared on the subject during the post- 
war period. Insofar as the reducible 
factors in the equation are concerned, 
the so-called discounted cash flow 
method popularized by Joel Dean, 
Horace Hill and others seems, to this 
writer, to be by far the most useful. 
While there will be difficulties, none 
insuperable, in its application, it is 
conceptually simple, and indeed, in 
its essence quite familiar to everyone 
who has ever used a bond table. For 
well over half a century it has been 
used for valuing mineral reserves. 
Briefly, and in simplest terms, the 
method equates the present value of 
the incremental cash inflow that it is 
estimated will result from making the 
investment to the cash outlays that 
will be required in order to induce 
the inflows. The interest rate at which 
the future revenues must be discoun- 
ted in order to equal the cash outlay 
becomes the earning rate of the in- 
vestment. In other words it makes 


allowance for the time factor that is 


inherent in all investment decisions. 
Any further words will be few since 
the subject has been well covered by 
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much more authoritative writers than 
this one.” 


Beware the Pat Formula 


A snare for the unwary in the use 
of a method that seems to produce 
such precise answers is the temptation 
to ascribe the same degree of precise- 
ness to the underlying data concern- 
ing sales forecasts, projected wage 
and material costs and anticipated 
yields. But, on the other hand, the 
confidence that can be placed in the 
method will tend to focus the dis- 
cerning questions and the value judg- 
ments back where the real margins of 
error lie, in the preparation of the 
basic premises. Based on his own ex- 
periences in the classroom and in 
discussion of the subject with busi- 
ness men generally, the writer has 
been particularly impressed with the 
clear-cut way in which the irrele- 
vance of past costs to investment de- 
cisions is revealed by this method. 
It is apparently a hard lesson to learn 
(certainly a hard one to teach), but 
here it seems to come almost auto- 
matically. 


The experienced business man al- 
ways looks with suspicion on pat 
formulae that purport to reduce dif- 
ficult problems to nice, precise figures, 
and rightly so. He is sceptical largely 
because he is well aware that the 
accuracy of a formula answer can be 
no greater than that of the factors 
in the equation it is designed to solve. 
This is where the would-be planner 
needs to address his attention, and 


2 See for instance the collection of selected 
essays and classified bibliography appear- 
ing in: Solomon, Ezra, editor, “The 


Management of Corporate Capital”, A 
Publication of The Graduate School of 
Business, The University of Chicago, 
Third Series, the Free Press of Glencoe, 
Illinois, 1959, pp. 327. 
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the discounted cash flow method of 
evaluating prospective capital expen- 
ditures provides an orderly, useful 
formula to which to work. Its rate of 
return on investment serves both as 
a ranking device for use with com- 
peting contenders for investment 
funds and as a measure to apply 
against a cost of capital rate in order 
to determine absolute investment 
merit. 


For the irreducible factors that bulk 
so large in projects such as research 
expenditures, service to customers, 
the improvement of working condi- 
tions and safety programs, mathe- 
matical formulae are not of much 
value. And the same may be true for 
projects like office buildings, where 
savings and/or profits are difficult to 
identify, let alone measure. But whe- 
ther such a mathematical procedure 
is appropriate, or whether the merits 
of investment proposals must be large- 
ly decided by the use of non-quan- 
titative criteria, the results of invest- 
ing have financial consequences and 
so they are an essential consideration 
of financial planning. And financial 
planning will be more and more a 
prerequisite of sound economic 
growth in capital-limited, opportunity- 
rich countries such as our own. 


Criteria of Worth 

Assuming that a business does have 
a list of capital investment opportuni- 
ties and that by use of some ranking 
medium it is possible to array them 
in declining order of attractiveness, 
how is a cut-off made between those 
that are acceptable and those that 
are not? Indeed how can it be ascer- 
tained whether any of them are finan- 
cially worthwhile? Presumably the ac- 
ceptable ones would be those that 
show reasonable prospects of a grea- 
ter yield than the cost of the capital 
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required to finance them. If a cor- 
porate enterprise can borrow money 
at 5% per annum and with reasonable 
assurance can put the money to work 
at an investment yield of 10%, then 
that investment is obviously worth- 
while. The difference between the 
two rates represents the difference in 
risk between the two kinds of invest- 
ment. But what about the next one 
for which a high debt equity ratio re- 
quires that the money be raised by 
issuing common stock? And how 
about all those projects that are un- 
dertaken by the use of internally 
generated funds? Here is a question 
to which no single answer and no 
combination of answers has elicited 
wide-spread agreement. But assuming 
that a business will finance itself 
partly by debt and partly by the use 
of equity investment, new issues and 
retained profits being the same thing 
in this context, then the company’s 
cost of capital will be a weighted 
average of the two different costs. 


For the debt part, the answer is 
easy and well understood. The same 
is not true for the cost of equity 
money. In fact the very concept itself 
is a difficult one to understand. But 
taking the point of view of the share- 
holder, one can start with the pro- 
position that no additional investment 
should be made that will result in 
a lower yield than that being earned 
by the present investment. To the 
stockholder, the present investment 
is the market value of the shares he 
holds, because that is what he could 
take out and invest elsewhere if he 
chose. The current rate of return on 
that investment is most realistically 
taken to be the after-tax earnings di- 
vided by the market value per share. 
Or perhaps better, try to set a figure 
for what the present shareholder 
might expect to earn on his present 
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investment. This sort of approach 
might require the development of 
average price-earnings ratios over a 
period of years in order to mitigate 
the influence of movements in the 
market having nothing to do with the 
company itself. Typical price-earnings 
ratios for comparable concerns, com- 
petitors for instance, might also be 
examined. Then the cost of debt 
money and whatever price-earnings 
ratio seems reasonable can be aver- 
aged, with due regard for the debt- 
equity ratio, to arrive at a cost of 
capital to serve as the cut-off ratio. 


Sources of Capital 

This leads us to the last problem 
to be considered in this paper-capital 
structure. By now the reader will 
have realized that there is no logical 
sequence in which these problems 
should be considered. They are all 
interdependent, and the plan of con- 
sidering them seriatim has only been 
followed in an attempt to avoid con- 
fusion. A basic principle of corporate 
finance is that fixed capital, including 
plant and equipment, normal inven- 
tories and receivables, and a reason- 
able cash fund should be supplied 
by long-term means, funded debt, de- 
preciation reserves, capital stock and 
retained earnings.’ The business that 
attempts to obtain such funds from 
short-term lenders over any period of 
time will have at times difficulty find- 
ing takers and will find the inevitable 
crises of awkward repayment or re- 
newal dates somewhat nerve-rack- 
ing. 

Seasonal business upswings some- 
times require increased inventories 
and larger receivables which, as short- 


3 Lease-back arrangements, while handled 
differently in the financial statements, are 
similar to debt in their financial aspects. 

They are ignored in this paper. 
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term investments, are proper things 
to finance by bank loans, commercial 
paper, factoring arrangements and so 
on. Investments in inventories and 
slower receivables caused by cyclical 
declines in the pace of business, be- 
ing by definition unplanned, must be 
financed on an emergency basis which 
may well result in disinvestment else- 
where and postponement of planned 
investment. These, as well as the ap- 
pearance of unexpected investment 
opportunities, may call for drastic 
steps, but they should be recognized 
as such and be retraced at the earliest 
opportunity. Consideration of the cost 
of maintaining cash reserves for such 
contingencies is an integral part of 
financial planning. 


In the long-term end, how does a 
business decide the proper ratio be- 
tween debt and equity, bearing in 
mind its own individuality and its 
current and prospective economic en- 
vironment? As with most things, the 
answer will vary according to the cir- 
cumstances.‘ Certainly equity comes 
first and, for the incipient business, 
is likely to be the only source of 
funds available at acceptable prices 
and acceptable risk. As equity grows 
through profit retention, the attrac- 
tiveness of trading on the equity 
through the use of debt increases both 
as to cost and safety. This advantage 
also increases with a rising corporate 
tax rate, for instance as profits pass 
through the top range of the 21% 
rate. Furthermore, the relative pro- 
fitability of using debt increases as 


4 Some rather surprising findings about 
twentieth century patterns of capital struc- 
ture and dividend policy in non-financial 
corporations are given in: Lintner, John, 
“The Financing of Corporations”, in “The 
Corporation in Modern Society”, pp. 166- 
201, Harvard University Press, Cam- 
bridge, Mass., 1960. 
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interest rates fall, usually in a period 
of recession or the early stages of 
recovery when, by the way, costs are 
likely to be relatively low. But at 
such times the risk rises too. In fact, 
the financial planner, in deciding how 
to structure his capital, always faces 
the dilemma posed by the relative 
cheapness, yet relatively greater risk, 


of borrowed capital. 


Of course, patterns of debt-equity 
relationship have developed for dif- 
ferent industries, from the 50% plus of 
utilities to much lower ratios in manu- 
facturing. Bearing in mind the as- 
sumption given at the start of this 
article, that it was concerned only 
with businesses in being, the ques- 
tion becomes one of changes in a 
presently existing capital structure. 
And perhaps all that can usefully be 
said here is that in taking on more 
debt, risk exposure is a more difficult 
measure to take than cost advantage, 
and that in financing through equity, 
the earnings potential of the new 


5 An exhaustive list of factors determining 
decisions as to forms of financing and a 
discussion of the matter are given by 
Jacoby, Neil H. and Weston, J. Fred in 
“Factors Influencing Managerial Decisions 
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dollars is the critical quantitative fac- 
tor.® 


Conclusion 


The pace of technological progress 
appears to be accelerating, spurred 
on by the greatly expanded research 
activities of private business. The re- 
sulting innovations tend to emphasize 
capital expenditures as against current 
expenditures, and the innovator tends 
to be more and more concerned with 
the risk of obsolescence and less and 
less with the cost of physical deterior- 
ation. In view of the consequently 
increasing depreciation payback, the 
financial planner is being forced to 
change gears and learn to operate in 
a regime of increased capital invest- 
ment, more rapid capital turnover and 
a higher proportion of fixed costs. 
Under these circumstances, there will, 
in the future, be added emphasis 
placed on those aspects of financial 
planning that are concerned with the 
disposition of discretionary funds. 


in Determining Forms of Business Financ- 
ing: An Exploratory Study” in “Con- 
ference on Research in Business Finance”, 
pp. 145-197, National Bureau of Economic 
Research, New York, 1952. 


Democracy without education is hypocrisy without limitation. 
—Plato 











Taxation Effects of 


Lifetime Gifts 


LANCELOT J. SMITH, F.C.A. 


WuiLE THE scope of this article is 
limited to a review of the tax impli- 
cations involved in disposing of prop- 
erty during one’s lifetime by way of 
gift, it must be stressed that there are 
normally other objectives in estate 
planning which take precedence over 
tax considerations. 

The inter vivos gift is in many 
circumstances the most effective way 
of minimizing taxes both during the 
donor’s lifetime and upon his death, 
and for this reason it is possibly the 
most indiscriminately used device in 
estate planning. The true purpose of 
estate planning may be defeated if 
property is “gifted” solely for the pur- 
pose of minimizing taxes without 
properly considering the potential 
overall effect of such action. For ex- 
ample, is it advisable to dispose of 
the property in question considering 
the possible effect upon the liquidity 
of the donor’s estate? Having regard 
to present-day inflationary trends, is 
it possible that the giving of the 
property might prejudice the future 
financial security of the donor and 
those dependent upon him? Would 


the donor’s purpose be defeated if. 


the donee predeceased him? What 
adverse effects might the acquisition 
of the “gifted” property have upon 
the moral character of an immature 
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donee? Could the property be more 
productively used if retained by the 
donor? 


Purpose of Inter Vivos Gift 
Other considerations being equal, 

however, the inter vivos gift, if 

judiciously used, can play an impor- 
tant part in estate planning in the 
proper sense of the term. 

Its purpose as a tax-planning de- 
vice is twofold: 

1. The donor may, under certain cir- 
cumstances, be able to effect sav- 
ings in income taxes by transferring 
income-producing property direct- 
ly, or indirectly through the me- 
dium of an inter vivos trust, to a 
person whose effective tax rate is 
lower than his own. 

2.By reducing the value of the 
donor’s estate and preventing fur- 
ther increases in its value, the 
“gifting” may upon the death of the 
donor effect a substantial reduction 
in estate taxes and _ succession 
duties, and, incidentally, in legal 
and probate fees. 

There are, however, certain statu- 
tory limitations upon the effectiveness 
of the lifetime gift as a tax planning 
device, and certain pitfalls which 
must be avoided if the most advanta- 
geous tax results are to be obtained. 
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When Donor Taxed on Income 
from Donated Property 

The Income Tax Act provides that 
where a person transfers property to 
his spouse, he continues to be taxable 
on the income from that property or 
from property substituted therefor 
until such time as the marriage is 
terminated by death or divorce, or 
until such time as he ceases to be 
resident in Canada.’ Similarly, if a 
taxpayer transfers property to a per- 
son who is under 19 years of age, he 
continues to be taxable on the income 
from that property or from property 
substituted therefor until his death, 
until such time as he ceases to be 
resident in Canada, or until the tax- 
ation year in which the transferee has 
attained the age of 19 years.” 

It is perhaps of some importance to 
note, however, that if the income 
from the donated property is invested 
by the donee, the income arising 
from the investment of the income 
from the donated property will not 
be taxable in the hands of the donor, 
but will be taxed as income of the 
donee. 

The Income Tax Act further pro- 
vides that where property is held by 
a trust on condition 


l.that it or property substituted 
therefor may revert to the settlor, 
or pass to persons to be determined 
by him subsequent to the creation 
of the trust, or 

2. that during the lifetime of the set- 
tlor, the property or property sub- 
stituted therefor shall not be dis- 
posed of except with his consent 
or in accordance with his discre- 
tion, 

the income from the property is, dur- 





1 Income Tax Act, s. 21(1) 
2 Income Tax Act, s. 22(1) 
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ing the lifetime of the settlor while 
he is resident in Canada, deemed to 
be income of the settlor.* 

Obviously, there is little or no im- 
mediate income tax benefit when 
property is transferred under these 
circumstances. Immediate savings in 
income taxes are usually possible 
only where 
1. the donated property is beneficially 

owned by a person who is 19 years 
of age or over, and who is not the 
transferor’s spouse, or 
. the property is transferred to an ir- 
revocable inter vivos trust, the 
terms of which are such that the 
provisions of section 22(2) of the 
Act are inapplicable and the bene- 
ficiary is not under 19 years of age 
or is not the transferor’s spouse. 


Gift Tax 
A possible further deterrent to the 

transfer of property by way of gift is 

the imposition of gift tax on gifts 

(other than gifts which are specifi- 

cally exempted from tax) to the ex- 

tent that the aggregate value of such 
gifts in the taxation year exceeds the 
donor's statutory exemption. 

Gifts which are exempt from gift 
tax and are accordingly not included 
in determining “aggregate taxable 
value” for gift tax purposes are: 

1. a donatio mortis causa,* 

2.a gift which does not take effect 
until the death of the donor, or 
which is so given that the donee 
would not obtain the benefit there- 
of until the death of the donor,* 

3.a gift to a charitable organization 
or to a charitable trust,* 

4.a gift to the Government of Can- 
ada, to a province of Canada, or to 
a Canadian municipality,‘ 


to 


3 Income Tax Act, s. 22(2) 
4 Income Tax Act, s. 112(4) 
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5.a gift of an interest in real proper- 
ty, either to the spouse of the 
donor for use as a place of resi- 
dence for both the donor and his 
spouse, or to a child of the donor 
for use in farming operations car- 
ried on by the child, either alone 
or with the donor, to the extent 
that the value of the gift does not 
exceed $10,000,‘ and provided that 
the donor did not previously make 
a gift which was exempt from tax 
under this provision,* and 

6. gifts to an individual, if the total 
amount given by the donor to that 
individual in the taxation year does 
not exceed $1,000.° 
Gifts of the type described in para- 

graphs (1) to (4) above are of little 

significance in tax planning. The 
donatio mortis causa and the gift 
which does not take effect until the 
death of the donor must be included 
in determining the taxable value of 
the estate for estate tax and success- 
ion duty purposes, and, unless Que- 
bec succession duty is applicable, 
there would be no difference in the 
amount of estate tax and succession 
duty payable whether property is 
given to institutions of the type de- 
scribed in paragraphs (3) and (4) 


.by way of testamentary disposition or 


by way of inter vivos gift. 

On the other hand, the “once in a 
lifetime” gift of an interest in real 
property to a spouse or child, and 
gifts not in excess of $1,000 in the 
year to an individual, may be ef- 
fectively used to reduce the value of 
an estate without attracting gift tax. 

Care must be exercised, however, 
to ensure that the “once in a lifetime” 
gift of real property is used to the 
best advantage. For example, if a 
taxpayer transfers his interest in the 
family home to his spouse, he will be 


5 Income Tax Act, s. 112(3) 


deemed to have taken advantage of 
the exemption even if the value of 
his equity in the home at the time of 
transfer were less than the $4,000 
gift tax exemption ordinarily ap- 
plicable and he had made no other 
“taxable” gifts in the year. Even if his 
equity were less than the $1,000, there 
is a possibility that it might be con- 
strued that the gift was exempt by 
virtue of this provision, and not by 
the provision exempting gifts of 
$1,000 and less, and, if made on or 
after January 1, 1958, the donor 
could be precluded from claiming the 
special exemption in respect of any 
further transfer which he might make 
either to his spouse or to a child. 


One other important feature of this 
exemption is that it applies only to 
a transfer of an interest in real 
property. It is not uncommon for a 
taxpayer, in purchasing the family 
home, to cause the title to the prop- 
erty to be registered in the joint 
names of himself and his wife. In 
such circumstances there is a strong 
presumption that the taxpayer made 
a gift to his wife equal in value to 
one-half of his equity in the home at 
the time of purchase.’ What, how- 
ever, was the subject matter of the 
gift? Did the taxpayer make a gift 
of an interest in real property which 
would qualify for the exemption, or 
a gift of cash equal to one-half of the 
amount paid by him at the time of 
purchase? It is believed that, if the 
taxpayer signed the purchase agree- 
ment alone, the home was his under 
contract, and that what he transferred 
under such circumstances was an in- 
terest in real property. If, on the 
other hand, both the taxpayer and 


his spouse signed the purchase agree- 


ment, it might well be argued that 


6 Brooks v. M.N.R. (1.T.A.B. 57 DTC 
167) 
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there was a gift of cash rather than a 
gift of an interest in real property. 

In addition to the foregoing exemp- 
tions, the donor is entitled, in deter- 
mining the amount subject to gift tax, 
to deduct from the aggregate value of 
all “taxable” gifts the greater of 
1. $4,000, or 
2. one-half of the difference between 

his taxable income and the income 

tax thereon for the immediately 

preceding taxation year.’ 
A greater exemption than $4,000 
would apply (assuming present in- 
come tax rates and no tax credits) in 
any case where the taxable income 
of the preceding year exceeds 
$10,400. It is understood that, if a 
taxpayer has elected to pay the spec- 
ial tax under section 85A of the In- 
come Tax Act on a benefit derived 
under an employees’ stock option 
plan, his taxable income for the pur- 
pose of computing his gift tax ex- 
emption is deemed to include the 
amount of the stock option benefit, 
and his income tax for that year is 
deemed to include the special tax 
payable on the benefit. Because of 
the low rate of income tax payable 
under section 85A on the benefit, the 
gift tax exemption for the year im- 
mediately following the year in which 
stock option rights have been exer- 
cised could be quite substantial, and 
a taxpayer who is contemplating a 
gift program should therefore con- 
sider making gifts in that year in or- 
der to utilize the increased exemption 
then available. The same treatment 
would apparently be accorded in 
respect of elections under sections 43, 
85E and 85F of the Income Tax Act, 
but not to elections under sections 35 
and 36 because the amounts to which 
these sections relate are “deemed not 


7 Income Tax Act, s. 112(2) 
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to be income of the taxpayer” if the 
election to pay the special tax is 
made. 

Even where, because of reluctance 
to pay gift tax, gifts are limited to 
those which would fall within the 
above-mentioned exemptions, the 
estate owner might be able to effect 
a considerable reduction in his estate 
over a period of years. The impor- 
tance of these exemptions is perhaps 
frequently overlooked. For example, 
if a taxpayer was married and had 
two married children and two grand- 
children, he could give at least 
$10,000 each year without attracting 
gift tax, assuming that, in addition to 
his wife and two children, the child- 
ren’s spouses and the grandchildren 
also shared under his gift program. 
This could be accomplished by mak- 
ing a gift to one person in an amount 
equal to the minimum gift tax ex- 
emption of $4,000 (which would 
apply if his prior year’s taxable in- 
come did not exceed $10,400), and 
gifts of $1,000 to each of the six 
others. To the extent that the donor 
wished an even distribution of his 
property, the recipient of the larger 
gift could be varied from year to 
year. It will be appreciated that the 
total amount that over a period of, 
years could be given free of gift tax 
under such a program, combined 
with a $10,000 “once in a lifetime” 
gift of real property, would amount 
to quite a considerable sum. 

Such a program would be feasible 
even if the subject matter of the pro- 
posed gifts was property other than 
cash, and the value of such property 
exceeded the taxpayer's exemption 
and therefore could not be “gifted” 
in one year without attracting gift 
tax. For instance, if the taxpayer 
wished to make a gift of property 
valued at $50,000, he could sell the 
property to the intended “donee” for 

















a consideration equal to its fair 
market value and take back a prom- 
issory note in satisfaction thereof. He 
could then make an annual gift equal 
to his gift tax exemption by can- 
celling a portion of the indebtedness 
under the note. However, if the fair 
market value of the _ transferred 
property exceeded the value of the 
consideration received, the excess 
would be held to constitute a gift as 
of the date of transfer. Apart from 
the obvious situation where the value 
of the property exceeded the face 
amount of the note, the department 
would probably also contend that a 
gift had been made at the time of 
transfer where a non-interest bearing 
term note was received. It is probable 
that the gift element in such circum- 
stances would be measured by refer- 
ence to the difference between the 
value of the property transferred and 
the value of the note discounted at 
the going rate of interest. On the 
other hand, it is believed that if a 
demand note was received, it would 
be held that there had been annual 
gifts equal to each year’s interest on 
the outstanding balance of the note. 

The tax planner would indeed be 
shortsighted, however, if his efforts 
were directed simply to the avoid- 
ance of gift tax because of its im- 
mediate incidence, and he failed to 
realize that under certain circum- 
stances, depending upon such things 
as the estate owner's age and the 
state of his health, significant tax 
savings could be effected if substan- 
tial gifts were made and gift tax paid 
thereon. Assuming that (1) a tax- 
payer had an estate of $1,000,000, 
(2) neither Ontario nor Quebec suc- 
cession duties were involved, and (3) 
he was married and had no depend- 
ent children, the estate tax payable 
on his estate would be $305,300. If 
he were to dispose of $500,000 by 
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way of gift in one year, assuming 
further that his gift tax exemption 
was $10,000 and that the gift would 
not be subject to estate tax, the total 
estate tax and gift tax payable would 
be $229,000, or a savings of $76,300. 
If, in the previous example, the 
$500,000 were given in equal instal- 
ments over a period of five years, the 
total tax payable would be $192,800, 
or $112,500 less than the amount that 
would have been payable if no gifts 
had been made. While these figures 
do not take into account the loss of 
interest due to the immediate pay- 
ment of gift tax, they serve to indicate 
the potential savings which may be 
effected even in cases where sub- 
stantial gifts are made and substantial 
gift tax is paid. 

One further feature of the gift tax 
provisions in Part IV of the Income 
Tax Act which merits some attention 
is that gift tax is also imposed on 
“taxable” gifts made by a personal 
corporation to the extent that the 
value of such gifts exceeds the cor- 
poration’s gift tax exemption, viz. 
$4,000. In view of these provisions, 
one might be tempted to think that 
further gift tax exemptions could be 
obtained, and the impact of the pro- 
gressive rates of gift tax lessened, if 
the taxpayer were to incorporate one 
or more personal corporations for the 
purpose of disposing of property. 
However, it would appear that this 
would be one of the many possible 
circumstances in which the provisions 
of section 137(2) of the Act could 
be applied to deem that the gifts 
made by the personal corporations 
were made by the controlling share- 
holder, and so were taxable against 


. him. 


Gifts Shortly Before Death 


In determining when to initiate a 
gift program and the period of years 
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over which the “gifting” should be 
spread, it is to be remembered that, 
for Ontario* and Quebec® succession 
duty purposes, gifts made within five 
years of the donor’s death are in- 
cluded in the dutiable value of his 
estate (subject to the exceptions con- 
tained in section 22 of the Quebec 
Succession Duties Act), and that, for 
Canada” estate tax purposes, tax is 
exigible in respect of gifts made with- 
in three years of his death. 

If a cash gift is made, the amount 
to be included under the above pro- 
visions is the original amount of the 
gift. If, however, a gift of property 
other than cash is made, the value for 
death tax purposes is the value of the 
property as of the date of the donor's 
death, notwithstanding that it may 
have appreciated considerably subse- 
quent to the date that the property 
was “gifted”. This is subject to the 
exception that, if the donee disposed 
of such a “non-cash” gift prior to the 
donor’s death, the “taxable” value is 
fixed for Canada" estate tax and On- 
tario'? succession duty purposes as of 
the date of disposal by the donee. In 
view of these provisions it will be 
advisable in most circumstances for a 
donor to make a gift of cash and to 
let the donee use the cash to pur- 
chase whatever property the donor 
wished to transfer for a consideration 
equal to its fair market value. If it 
should be found that the considera- 
tion paid was less than its fair market 
value at the date of the sale, the dif- 
ference would be subject to the gift 
tax provisions of the Income Tax Act, 
and would be subject to succession 
duties and estate tax as a transfer for 
partial consideration, if the sale had 


8 Ontario Succession Duty Act, s. 4(1) 
(g). 

®° Quebec Succession Duties Act, s. 22. 

10 Canada Estate Tax Act, s. 3(1)(c). 
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been made within the three or five 
year period before death. 

Even if the gifts were taxable un- 
der these provisions, there would not 
necessarily be any tax disadvantage 
in having made the gifts and paid gift 
tax thereon. Credit is allowed against 
Canada estate tax’® in respect of any 
gift tax paid on gifts which, because 
they were made within the 3-year 
period or for any other reason, are 
subject to gift tax, and if such gift 
tax exceeds the estate tax payable on 
property given within the 3-year 
period, the excess is refundable under 
the provisions of section 115(2) of 
the Income Tax Act. In certain cir- 
cumstances there may even be a tax 
saving through having submitted to 
the gift tax, since the taxable value 
of the estate would be reduced by 
the amount of any gift tax which had 
been paid or which was payable. 


Other Tax Considerations 

A person might easily fall into the 
trap of believing that he has made a 
gift when some element essential to 
the validity of the gift is missing. 
Mere intention to make a gift of 
specific property is in itself insuffici- 
ent. There must also be effective de- 
livery of the subject matter of the 
gift, and, unless bona fide possession 
and enjoyment of the property has 
been assumed by the donee or by a 
trustee on his behalf beyond the 
3 or 5-year period and_thence- 
forth retained to the entire exclusion 
of the donor, the gift will not escape 
estate tax or succession duties. If a 
gift or settlement is revocable, or if 
a donor or settlor has reserved any 


11 Canada Estate Tax Act, s. 30. 


12 — Succession Duty Act, s. 2(1) 


13 Canada Estate Tax Act, s. 9(2). 





benefit to himself, the value of the 
“gifted” or settled property as of the 
date of the donor’s or settlor’s death 
must, subject to the special valuation 
rule in the Canadian and Ontario 
Acts, be included in the taxable value 
of the estate under each of the tax- 
ing statutes. 


One other type of gift which is in- 
effective, at least for the purpose of 
minimizing Ontario and Quebec suc- 
cession duties, occurs where a gift of 
an interest in property has been made 
by creating a joint tenancy in favour 
of the donor and donee. Whereas the 
Canada Estate Tax Act provides that 
the amount to be included in the ag- 
gregate taxable value of an estate in 
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respect of property jointly held by 
the deceased and another is the value 
of the deceased’s beneficial interest 
(normally 50% if the property were 
beneficially owned by the deceased 
and one other person as joint ten- 
ants), both the Ontario and Quebec 
Acts provide that the amount subject 
to tax is the value of the entire prop- 
erty minus the value of such part of 
it as was contributed by the survivor. 
Obviously, where the survivor’s in- 
terest was derived from a gift by the 
deceased and no part was contributed 
by the donee, the value of the 
property would be taxable in full in 
the donor’s estate by Ontario or Que- 
bec even though the gift was made 
beyond the 5-year period. 








Old Leading Lady 


As part of the effort to lift something of its traditional veil, the Bank of 
England has commissioned a half hour colour film about its work. The prod- 
uct is excellent; the Governor and his staff made a good choice in the pro- 
ducer, Mr. Ian Dalrymple, and in Mr. Derek Williams, the young director, 
and evidently put no obstacles in their way. So the film successfully conveys 
to the general public the message that the complex financial business of the 
bank (and of the City behind it) plays a key part in the British economy; at 
the same time, as the Bank of England puts it in a notable understatement, 
“the historical aspect is portrayed indirectly”. Certainly it is impossible to be 
unmoved by the sheer force of tradition and procedure in the daily life of 
the staff of the bank. 


The film cameras penetrated even the Thursday meeting of the Court, 
and follow through the rooted forms of the bank rate announcement. The 
Governor makes his proposal, which has already been agreed with the 
Chancellor of the Exchequer; members of the Court express their approval, 
by show of hands, on a matter that has now been technically removed from 
their jurisdiction. The most junior director then goes to the door, outside which 
four officials are waiting. The assistant secretary, hearing the inner door open, 
opens the outer door, and the message is conveyed to the chief cashier (who 
will normally have been told the day before), to the principal of the discount 
office and to the principal of the branch banks office. These gentlemen then 
stroll off, at a leisurely but carefully deliberated pace, so that the government 
broker, the messengers from the banks and discount houses and the cable 
office should all hear the tidings at the same moment. 

—The Economist, July 30, 1960. 








What Financial Statements 
Do Not Disclose 


A FAVORITE CRITICISM of accountancy 
and accountants in the United States 
is that conventional financial state- 
ments do not give the particular critic 
what he feels he needs. In any speci- 
fic individual case, the criticism is 
that the reader has been misled be- 
cause certain information was not 
given, and a law suit may result. In 
the case of a class of users, such as 
employees, the criticism is more gen- 
eral. It is claimed that the conven- 
tional statements are useless in whole 
or part for the purpose to which the 
group wishes to put them. In a still 
more general way, the criticism is 
that the very postulates on which 
conventional accounting and financial 
statements are based are outmoded, 
the chief current example being the 
often heard comment that financial 
statements, to be modern, ought 
somehow to reflect the effects of in- 
flation, both in the balance sheet and 
in the income statement. 


Categories of Omissions 

In appraising these criticisms, the 
“omissions” can perhaps be broken 
down into several broad categories 
as follows: (1) more details are want- 


WILLIAM W. WERNTZ, C.P.A. 


ed, e.g. sales by categories, informa- 
tion as to the amount of specific ex- 
penses, such as advertising or re- 
search; (2) more information is de- 
sired as to the accounting principles 
followed and as to what the reader 
may consider to be changes therein 
from year to year; (3) more informa- 
tion is requested as to changes in op- 
erating conditions and policies, such 
as revisions in credit terms, methods 
of doing business, and so on; and 
(4) desired changes are suggested in 
our fundamental approach to ac- 
counting, for example, abandonment 
or modification of our usual assump- 
tion that the monetary unit remains 
constant or that no recognition in the 
statements need be given to the obli- 
gations under long-term leases and 
other commitments, except perhaps to 
disclose their existence and any cur- 
rent payments in connection there- 
with. 

In the United States, current prac- 
tice with respect to many of these 
items is under review or challenge 
with a variety of suggestions being 
made as to possible improvement. 


The Accounting Principles Board 


Substance of a paper given to the 10th annual joint meeting of the Hamilton Control 
of the Controllers Institute of America and the Hamilton and District Chartered Account- 
ants Association, April 27, 1960. 
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of the American Institute of Certified 
Public Accountants last year replaced 
or succeeded to, among other things, 
the older Committee on Accounting 
Procedure. The extent of American 
challenge to existing practices is per- 
haps best described by reference to 
the topics initially assigned to the 
Board’s subcommittees for intensive 
research and study. They are as fol- 
lows: 


1. Basic postulates and broad prin- 
ciples of accounting. 

Accounting for income taxes. 
Accounting for leases. 
Business combinations. 
Non-profit organizations (are 
they subject to the same “prin- 
ciples” as organizations for pro- 


fit? ). 


All but the first of these items had 
been on the old committee’s general 
agenda. However, with greatly ex- 
panded facilities available to the new 
Board, there seems sure to be a much 
quicker, more extensive, and more 
intensive investigation and analysis of 
the several problems than would have 
been possible under former operating 
conditions. 


YU o bo 


In referring to annual statements 
and prospectuses, as opposed to the 
many special purpose statements 
which could be drawn up, we have 
to choose, from amongst the several 
possible groups of readers, the group 
or groups to which the statements 
are primarily addressed. These are 
inevitably security holders and pros- 
pective security holders. The latter 


group is obviously important in the 
case of a prospectus. It is also of im- 
portance in the case of a company 
whose securities are listed on a stock 
exchange or are traded actively in an 
over-the-counter market. A _ collat- 
eral reason for this choice is that most 





WHAT FINANCIAL STATEMENTS DO NOT DISCLOSE 





297 


of the other suggested groups, such 
as the government, large creditors 
and, to an increasing degree, employ- 
ees and their unions, are in a position 
to ask for and obtain additional or 
specially prepared data which they 
consider to be important. This is cer- 
tainly not the case with the average 
stockholder. 


Kinds of Critics 

The critics can be subdivided into 
four groups. The first is the individ- 
ual or class of individuals who tries 
to prove a particular financial state- 
ment is misleading to him. Usually 
this claim is made from the vantage 
point of hindsight and with the 
knowledge either that the shares have 
seriously declined in value and that 
there was, in fact, a bad estimate of a 
reserve, an unforeseen event, or the 
like. These cases are, however, usual- 
ly so specialized and so dependent on 
the particular facts as to make very 
precarious the drawing of any conclu- 
sions from them or the establishment 
of any specific requirements for gen- 
eral application. There are, of course, 
important exceptions as, for example, 
the Lord Kylsant case in Great Bri- 
tain, and the practice that has de- 
veloped in the United States of re- 
quiring a specific management rep- 
resentation in connection with un- 
audited income statements covering 
less than a full year to the effect (1) 
that all necessary adjustments (com- 
parable to those occurring at year- 
end) have been made and (2) that any 
unusual adjustments required to be 
made have been properly disclosed. 


Next we come to the comments 
most frequently voiced by security 
holders and investors, the groups to 
whom the annual report and pros- 
pectuses are primarily addressed. 
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Information on Sales 


We have come a long way in the 
United States since the days when 
most income statements started with 
zross profit, or profit before interest 
and depreciation. Nevertheless, as 
our companies grow larger and larg- 
er, and more varied in their activities, 
the income statement, as now cus- 
tomarily presented, truly gives little 
data as to how the business is far- 
ing. Sales and cost of sales for a 
company that manufactured only one 
product or one line of products are 
useful tools. Sales and cost of sales 
for a company or consolidated group 
of companies, covering a great va- 
riety of products or types of business 
and services, are useful in only the 
most general way from year to year 
so far as the company is concerned. 
Also, since two large businesses 
scarcely ever cover the same com- 
ponent activities in their operations, 
their statements are only of limited 
usefulness for comparative purposes. 


Awareness of this problem and ef- 
forts to do something about it have 
taken various forms, none of which 
has thrust very deeply. For instance, 
the Gilbert brothers, Lewis and John, 
customarily ask at stockholders’ meet- 
ings whether any division operated 
in the “red”. The S.E.C. has long had 
the requirement (as it usually works 
out in practice) that if a business 
comprises one line which manu- 
factures and sells products and an- 
other which sells services, and either 
is more than 10% of the total, then 
information is to be given separately 
as to the revenues and costs applic- 
able to each. A common situation is 
an operating utility which also sells 
a large volume of appliances. In ad- 
dition, in the description of the regis- 
trant’s business required to be set 
forth in the forepart of the prospec- 
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tus, more and more emphasis is be- 
ing placed on disclosure of the sales 
contributed by each major line of 
products, and the revenues attribut- 
able to each major line of the busi- 
ness. 


Companies themselves, in their an- 
nual stockholders’ reports, are becom- 
ing more and more prone to devote 
considerable space to the various ma- 
jor businesses which they conduct, or 
to the major lines of products and ser- 
vices. However, it is not yet usual 
to give sufficient details to relate the 
several lines to the overall perform- 
ance reflected in the income state- 
ment, except perhaps to state that a 
given division did better or worse 
than in the prior year, or exceeded 
or failed to meet expectations. 


As time passes, and _ businesses 
grow, it would appear likely that 
there will be an increasing demand 
for this sort of information, not alone 
by investment bankers and financial 
analysts, but by stockholders and 
prospective investors. 


Other Kinds of Disclosure 


Another area in which more detail 
is likely to be demanded is that of ex- 
penses which are subject to a large 
measure of discretion as to timing. 
Many years ago, depreciation fell in- 
to this category. More recently, at 
least under S.E.C. practices, disclos- 
ure, of both depreciation and the ag- 
gregate amount of maintenance and 
repairs, is required. The Gilbert 
brothers regularly inquire as_ to 
whether the amount spent for adver- 
tising was larger or smaller than in 
the preceding year. With the in- 
creased importance of research and 
development to the continued pro- 
gress of many businesses, more and 
more companies are devoting some 
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part of the president’s letter to re- 
search activities and sometimes the 
amounts so spent will be stated. 


In one important area of the profit 
and loss account, requirements as to 
disclosure have been pretty well set. 
This, of course, is the requirement for 
disclosure of material non-recurring 
and unusual gains or losses, includ- 
ing the provision and, under S.E.C. 
practice, the utilization of reserves 
in connection therewith. There has 
also been a considerable firming up in 
United States practice as to the pur- 
poses for which reserves may be pro- 
vided in arriving at net income for 
the year. Especially banned are re- 
serves to “equalize” earnings over the 
years and provisions in lush years for 
possible future losses from causes as 
yet unknown and unforeseeable. 


In the United States, there are also 
reasonably strict requirements for dis- 
closure of changes made in the ac- 
counting principles employed by a 
particular business. There are, how- 
ever, rather important areas of dis- 
agreement or uncertainty as to just 
what constitutes, on the one hand, a 
change in accounting principle as 
contrasted, on the other hand, with 
the coming into being of a new set 
of factual conditions for the handling 
of which the company has never 
adopted “an accounting principle”. 
There is also disagreement as to 
whether on a given set of facts there 
has been a change in principle or 
merely an adaptation of a principle 
already in use to the particular facts 
now present. The Securities Ex- 
change Commission has sought to 
meet this problem by requiring dis- 
closure not only of changes in ac- 


counting principles and procedures, - 


but also of changes in the method of 
their application. 
Finally, there is still considerable 


question as to whether a change is a 
material change, since, by general 
agreement, only material changes 
need specific disclosure. For example, 
a change in depreciation policy from 
straight-line methods to declining- 
balance methods for all property ac- 
quired after a certain date may have 
negligible influence on either current 
income or the present balance sheet 
amounts because little or no equip- 
ment was acquired in the current 
year. But is not this nevertheless a 
material change, since it will ulti- 
mately have a material effect on the 
recognition and timing of expense? 
The answers given to this question in 
practice have not been uniform. 

The foregoing paragraphs deal with 
instances regarding information now 
given sporadically, rarely, or not at 
all, but which might, if made avail- 
able generally, assist the sophisticat- 
ed stockholder or investor in interp- 
reting the statements and forming his 
judgment as to the enterprise. 


Art of Discrimination 

There is, of course, another side to 
this story. Evidence is plentiful that, 
as more notes, explanations, support- 
ing schedules, and breakdowns are 
given, the more likely it is that the 
average investor or stockholder will 
be dissuaded or discouraged from 
even reading the statements and sup- 
porting data, let alone studying them 
carefully enough to understand them. 

Indiscriminately adding data of the 
kinds suggested may well defeat its 
own purpose. We must try, instead, 
to evaluate additional information 
against two tests: (1) its relative ma- 
teriality in the particular circum- 
stances and (2) the extent to which 
it makes the statements less useful 
because of complexity. Here is where 
accounting and the presentation of 
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financial data is far more of an art 
than a science. 


Trend in Consolidated Statements 


Although the long-term trend will 
be toward more disclosure as to the 
financial make-up of our complex en- 
terprises, there is one area in which 
the current trend, in some quarters, 
seems to be to the contrary. This 
is the field of consolidated statements 
and, particularly, the policy as to 
how far consolidation should extend. 
This was touched upon in Research 
Bulletin No. 31. Essentially, the bul- 
letin indicates a strong preference for 
what might be termed “full” consoli- 
dation of majority-owned subsidiaries. 
The bulletin does suggest the exclu- 
sion of some special types of subsidi- 
aries, such as banks or insurance com- 
panies; it also contains some fairly 
broad language under which other 
differences in type of business may 
serve as a basis for exclusion. 


In this area, the language contain- 
ed in the bulletin of the Canadian In- 
stitute of Chartered Accountants is 
better phrased and more accurately 
specifies what would appear to be the 
better rule. In the light of a general 
trend toward more disclosure, it is 
difficult to say that it is undesirable, 
if not misleading, to exclude a fi- 
nance or real estate subsidiary from 
full consolidation if the separate 
statements for the subsidiaries are 
furnished whenever the subsidiary is 
material in size. This seems especial- 
ly so if the consolidated group fol- 
lows the recommended course of in- 
cluding therein the earnings of the 
subsidiaries not fully consolidated. In 
such cases the separate statements 
are, in effect, schedules supporting 
(1) the investment carried at equity 
and (2) the item of undistributed 
earnings shown in the income state- 
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ment. Certainly, the separate income 
statement of the subsidiary is more 
informative and if, to some, the lack 
of a total overall debt presentation 
seems critical, certainly a brief com- 
bined capitalization schedule in a 
note should suffice. To venture a 
guess as to the future, a trend might 
well develop toward giving separate 
data as to a division (not a subsidi- 
ary), if its operations were of a basic- 
ally different nature, rather than to- 
wards insisting that all subsidiaries 
be consolidated even though their 
operations were of a specialized na- 
ture. 


Nature of Basic Postulates 


The final area of criticism is the 
charge that our basic postulates are 
outmoded or improper. The Ac- 
counting Principles Board of the Am- 
erican Institute of Certified Public 
Accountants has assigned to one of 
its task committees the job of review- 
ing the postulates and basic principles 
underlying our financial statements. 
This is a tough assignment, and the 
outcome obviously cannot now be 
predicted. However, suppose that we 
consider as either postulates or basic 
principles these usual assumptions: 
(1) the going-concern concept, (2) the 
idea of accounting in terms of the 
monetary unit without regard to fluc- 
tuations in its purchasing power, (3) 
the notion that a profit is realized at 
the moment of “sale”, and (4) the be- 
lief that cost is a satisfactory basis 
of accounting for transactions entered 
into at arm’s length. The real prob- 
lem then may be to determine 
whether these “basic assumptions” 
are not merely rebuttable presump- 
tions and, if so, to agree upon the 
facts or conditions which would serve 
to refute them. Certainly, for ex- 
ample, no one would suggest that the 
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“going-concern” concept should be 
applied to a business in bankruptcy 
and being liquidated. 

In a more specific way, our critics 
point to the fact that accounting, un- 
der present ideas, may be unduly 
bound by the “legal” form of a trans- 
action to the exclusion of the obvious 
economic facts. For example, what is 
the difference, economically, between 
a sale of accounts receivable, with re- 
course, and a borrowing with the ac- 
counts pledged as collateral? What is 
the difference between a sale of ac- 
counts with recourse and a sale with- 
out recourse where a “hold-back” of, 
say, 10% exists or where, as a matter of 
prudent business, the vendor will re- 
purchase any account that fails to pay 
out? 

A somewhat similar challenge has 
been made with respect to the pres- 
ent-day accounting for long-term 
leases by the lessee and the account- 
ing for the property involved by the 
lessor. Here, again, there is the 
pointed question of whether account- 
ing should not accept some forms of 
long-term leases as if they were a 
type of indirect ownership so that 
both an asset and a liability would 
appear on the statements. In the 
growing practice of leasing equip- 
ment, there is the question under 
some types of contracts of whether 
the lease is not merely a form of 
financing rather than a lease in any 
true economic sense. If such ques- 
tions are handled according to their 
economic rather than legal status, 
then what of such things as pensions, 
particularly the past service costs in- 
volved? 


Finally, in the area of postulates, — 


there is our old friend inflation. Con- 
trary to some of the other challenges, 
this is one of long standing, though 
the strength of the challenge has 
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varied directly with the rate of in- 
flation (or, in the 1930's, deflation). 
No one can disagree that inflation 
levies its toll. Few will argue that, 
statistically, some effects of inflation 
can be pictured by applying an index 
number to recorded costs. Indeed, 
both the A.I.C.P.A. and the Ameri- 
can Accounting Association, through 
their respective committees, have 
recognized this fact and have strong- 
ly recommended that information, on 
this hypothesis, be furnished to share- 
holders. Only a handful of corpora- 
tions have taken this urging to heart 
and furnished such _ information. 
Quite a large number have made 
reference to the influence of inflation 
in the text of their annual reports. 
One may well agree to the desira- 
bility of furnishing such data. On 
the other hand, one might just as 
thoroughly disagree, under existing 
conditions, with the proposal that our 
basic statements be required to be 
restated in terms of “current dollars”. 
The consequences of any such pro- 
posal do not appear to have been 
thought through. Nor is there any- 
thing that might invite more criti- 
cism than to leave the adoption or 
non-adoption of such a procedure to 
the whim of the corporation. Lastly, 
it seems unlikely that such proposals 
will receive any wide acceptance un- 
less and until our scheme of taxa- 
tion is revised to give recognition in 
an appropriate way to changes in the 
purchasing power of the monetary 
unit. 


Conclusion 

As accountants, we must resist pro- 
posals and efforts to expand financial 
statements beyond their natural func- 
tion, and there are many proposals 
which, if accepted, would do so. It 
is very easy for our critics and for 
regulatory authorities to suggest that 
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this or that bit of information should 
be included in the financial state- 
ments or in footnotes thereto simply 
because certified financial statements 
either have become or are becoming 
the basic means of disclosing the sta- 
tus of a business and because the in- 
dependent public accountant is a con- 
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venient means of enforcing a require- 
ment. On the other hand, as account- 
ants, we must make sure that the 
presentation of data in financial state- 
ments continues to improve, and we 
must be alert to adapt ourselves to 
the changing times which our free 
world will ever face. 





Decision-Making Accounting 

Although we can probably agree that businessmen now are more sophi- 
sticated and knowledgeable about the ways of the business world than were 
their forefathers, we can probably likewise agree that despite their gain in 
sophistication, many are less well prepared than were their ancestors to wage 
war in the competitive business jungle. What are the reasons for this state 
of affairs? Probably there are many, but one of the most important contri- 
buting reasons is the failure of accounting — the language of business — to 
keep pace with developments in manufacturing, distributing, engineering and 
general business practices. A positiveness with respect to implications for the 
future is necessary in accounting today, whereas post-mortems sufficed in 
the past; hence, the hunger of business men for better management in- 
formation systems, of which accounting heads the list. 


In today’s business world accounting must do at least two very important 
things. It must tell the story of what has happened and it must tell why it 
happened. In doing the latter, it must portray as vividly as possible danger 
signals for the future and make it as easy as possible for the manager to 
select a proper course of action. It seems to me that accounting has allowed 
itself to be so concerned with accurately telling the story of what has hap- 
pened that it has lost its perspective, its ability to assist a manager in 
determining why it happened and what should be done about it. The ac- 
counting process of telling the story of what has happened might be called 
“custodial accounting”. Specifically it concerns itself with the accountability 
for assets and liabilities and with the determination of overall corporate in- 
come in accordance with sound accounting principles. In this area we have 
done well enough. What has been wrong during all these years is that there 
has been lacking the courage on the part of many accountants to deal with 
corporate results on any other than the custodial basis. They must be con- 
vinced that it is not only possible but proper to deal with accounting figures 
from more than one point of view. They must be convinced of the desir- 
ability of being able to wear two hats, to take the cold, dead results of 
custodial accounting and breathe life into them. In large part it means that 
the shackles must be taken off accounting. Accounting must be adapted more 
for the businessmen and less for the accountant because it is the language 


of business. 
—R. Beyer, “Meaningful Costs for Management Action”, 
Harvard Business Review, Sept. 1960. 
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Independence in Public Practice 





JOHN A. WILSON, F.C.A. 


WHEN WE ATTEMPT to isolate inde- 
pendence from the practice of public 
accountancy, it is almost like trying 
to separate breathing from living. 
Each represents only one of a com- 
plex combination of components, 
many of which are interdependent 
upon each other. We should be sure 
that we do not create the impression 
that this particular quality “independ- 
ence” is something new and only re- 
cently recognized. Neither should 
we labour one quality to the exclusion 
of others. 


Obviously, the problems of our 
profession must increase as we try to 
keep up with the economic growth of 
the country. One has only to com- 
pare the size and complexity of com- 
mercial operations as they now exist 
with conditions 20 or 30 years ago to 
realize that there have been vast 
changes. One of the more important 
developments is the growth of the 
public stock company with wide- 
spread shareholders and the resultant 
increase in importance of professional 
management. It is only proper that 
from time to time we should take a 
fresh look at our professional life and 
challenge various aspects of it with a 





view to keeping abreast of its needs 
and responsibilities. 


Should Rules be Committed to 
Writing? 

It is well to recognize that there is 
always danger in committing rules to 
writing. This is particularly true in 
a profession. We have had experi- 
ence in the creation of and interpre- 
tation of rules of professional conduct 
for our various Institutes. Some bod- 
ies have developed quite extensive 
rules, spelling out those actions which 
are considered prejudicial to the pro- 
per activities of its members. In such 
cases there is a tendency for these 
rules to be interpreted in the negative 
by indicating that anything not speci- 
fically prohibited by the rules must 
be permissible and proper. This has 
the effect of eliminating the element 
of individual judgment as to proper 
professional conduct and lays open 
the way for those who would benefit 
by skating close to the line. 

Some Institutes have chosen to cre- 
ate practically no specific rules of pro- 
fessional conduct, preferring to con- 
sider these as being included in one 


‘general statement to the effect that 





Substance of a paper presented at the Asian and Pacific Accounting Conference, 
Canberra, Australia, April 1960. 
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the members of the Institute are ex- 
pected to behave in a proper profes- 
sional manner at all times. In sup- 
port of the latter position, it may be 
said that it forces the individual 
practitioner to develop his own con- 
science and leaves the Institute free 
to consider each problem on its indi- 
vidual merits. However, while it is 
easy to deride the drafting of rules 
because every rule can be shown to 
be inconsistent or inapplicable in cer- 
tain circumstances, there are good ar- 
guments for creating them. If they 
do nothing more than record what 
competent and serious members of 
the profession consider to be reason- 
able conduct or practice, they serve 
a good and useful purpose in guid- 
ing others. There must be at all 
times considerable give and take be- 
tween the members of society when 
regulations are being designed for the 
good of the group as a whole. The 
regulations merely record what has 
been agreed. 


Origin of Independence 

Peter Wright, Q.C., in addressing 
the 56th annual conference of the 
Canadian Institute of Chartered Ac- 
countants in 1958, said in part as fol- 
lows: 

“There is independence which 
marks the accounting profession to a 
degree not found elsewhere save 
among judges. The profession is 
identified by two distinct kinds of 
independence. First, there is the ab- 
solute independence of the auditor 
and, secondly, fraternal independence 
which all men share who believe that 
they are their own masters, are self- 
reliant and subordinate to no one.” 

A paragraph included in the state 
ment made by the Council of the 
American Institute of Certified Public 
Accountants, when considering the 
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question of independence, reads as 
follows: 


“About 100 years ago legislation for 
the protection of the investing public 
was enacted in England which re- 
quired a statutory audit for public 
companies, to be made by someone 
not associated with the management. 
At first, such audits were made by 
stockholders, but it soon developed 
that a knowledge and experience of 
accounting were necessary; and grad- 
ually from among those who possess- 
ed these qualifications there emerged 
in the United States and elsewhere, 
groups who undertook such work as 
a separate occupation. Historically, 
independence was the first require- 
ment; the need for that was recog- 
nized even before the need for tech- 
nical competence; it was the climate 
into which the profession was born.” 


The foregoing quotations, a few 
from many, illustrate that the very 
nature of the profession implies in- 
dependent and impartial judgment. 
When we attempt to segregate and 
define independence, we are in dan- 
ger of drawing incorrect conclusions 
unless we continually remind our- 
selves that out of context this word 
“independence” may become distort- 
ed and misleading in meaning if we 
fall into the error of accepting ma- 
terial and superficial evidence of in- 
dependence as being final and con- 
clusive, disregarding entirely the 
more important and deeper consider- 
ations of moral strength and integrity. 


Criteria of Independence 

Many writings and discussions deal 
with the negative side of the ques- 
tion, i.e. when is the accountant con- 
sidered not to be independent. How- 
ever the positive considerations are 
probably more important. 
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The importance of character and 
integrity is stressed in Saul Levy’s 
book, “Accountants’ Legal Responsi- 
bility”, where he says, in part, while 
discussing accountants’ legal respon- 
sibility: 

“He does assume responsibility for 
his own opinions and represents that 
in order to place himself in the posi- 
tion to express such opinions he has 
complied with generally accepted ac- 
counting standards, which provide 
for: 

1. an expert opinion — implying ade- 
quate technical training, profi- 
ciency, and due care in the per- 
formance of the audit; 


2. an independent opinion — the re- 
sult of an objective, impartial and 
unbiased mental attitude; 


3. an informed opinion — the result 
of a proper study and evaluation 
of internal control as a basis for 
reliance thereon and for determin- 
ing the extent of tests in the ap- 
plication of auditing procedures; 
and based upon completely evi- 
dential matters sufficient to sup- 
ply a reasonable basis for the ex- 
pression of an auditor’s opinion; 

4. a technical opinion — that the 
statements are presented in ac- 
cordance with generally accepted 
principles of accounting applied 
on a basis consistent with that of 
the previous year; 

5. a candid opinion — that the finan- 
cial statements are reasonably in- 
formative as to all material facts, 
unless otherwise stated.” 


Although only No. 2 deals directly 
with independence, the complete 
statement has been reproduced for - 
reasons indicated in the early para- 
graphs of this paper. It is signifi- 
cant that No. 2 stresses attitude and 
not outward appearances, thus rein- 
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forcing the thought that independ- 
ence is a state of mind. Without the 
proper state of mind, independence 
cannot exist regardless of the outward 
manifestations. 


Cooperation with Other Authorities 


If we accept the proposition that 
independence in public practice per- 
mits acceptance of interdependence 
between members of the profession, 
it may be worthwhile considering re- 
lationships with other authorities such 
as government bodies. 


It is inherent in modern society 
that we keep within the laws of the 
country in which we live, although 
we do not necessarily have to like 
all of them. It follows, therefore, 
that in practising our “independence”, 
we must accept the government laws 
and regulations which exist in the 
country in which we practise. 


In different countries, various au- 
thorities are set up from time to time 
that directly or indirectly have some 
impact on the practice of public ac- 
counting. Examples of these are the 
various Securities Commissions, pub- 
lic utility regulatory bodies and oth- 
ers. It requires a thorough apprecia- 
tion of the purpose of these bodies 
by the public accountant and, on the 
other hand, a full appreciation by 
such bodies of the responsibilities and 
independence of the public account- 
ant to promote harmonious relations. 
If approached properly, it should be 
possible to avoid the appearance of 
one dictating to the other, and the 
combined efforts should be good for 
the public in general. It is particu- 
larly essential that public accountants 
retain their initiative and ability to 
develop adequate consciences of their 
own and that they retain the respon- 
sibility for creating sound profession- 
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al thinking in the development and 
application of accounting and audit- 
ing principles. This independence of 
thought would be interfered with if 
the profession merely elected to in- 
terpret rules laid down by other 
bodies. 
Special Problems 

At this point it might be appropri- 
ate to discuss a number of specific 
problems that have been raised. 


A Financial Interest in the Client 

Usually this consists of holding 
shares in a client company, although, 
of course, it could mean having an 
interest in a proprietorship or unin- 
corporated organization. 

This is at best a vexatious problem. 
It is evident from the foregoing quo- 
tations that in some quarters the in- 
vestment by the auditor in even one 
share of the client company is regard- 
ed as undesirable. On the other 
hand, there are many public account- 
ants who feel that a modest invest- 
ment in clients’ securities cannot 
affect his independence. This is 
particularly true when the interest is 
indirect. 

In considering this question, many 
would argue that there is little harm 
in the auditor having a modest invest- 
ment in the client’s securities. They 
point out that in companies of widely 
spread shareholders, the owner of a 
few shares has little effect upon the 
overall picture, and they go further 
to say that the conscientious account- 
ant would not allow himself to be 
influenced by the possibility of some 
small gain or loss connected with his 
securities. This may be _ perfectly 
true. The real difficulty comes in 
the possibility that outsiders would 
consider him not to be as independ- 
ent as desirable. In some cases, such 


situations can grow so that the ac- 





THE CANADIAN CHARTERED ACCOUNTANT, OCTOBER, 1960 


countant who may have been in a 
perfectly good position at one time 
finds that, due to circumstances, this 
has changed over a period. Once 
again, therefore, we come to a situa- 
tion where any rule made may be in- 
applicable and unnecessary in many 
circumstances, but if we are to have 
some agreement on what is good 
practice, then, perhaps, it is neces- 
sary to lay down some rules for the 
guidance of those who honestly do 
not know which way to go. 


It would appear that the S.E.C. in 
making its ruling whereby even the 
holding of one share would disqualify 
the auditor, has chosen this because 
of the difficulty of applying any rule 
which involves determining what is 
material. This applies also to ac- 
counting firms which have numerous 
partners. It is difficult in devising a 
regulation to lay down any practice 
other than suggesting no investment 
in clients because it is always diffi- 
cult to assess what the accumulative 
effect of the actions of numerous part- 
ners might be. 


I would like to see the profession as 
a whole in the world come to some 
common understanding on this par- 
ticular point. 


Directorships 

As indicated earlier, in Canada and 
Great Britain, the law prohibits the 
appointment as auditor of anyone 
who is a director of the company if 
it is a public company and, therefore, 
the problem does not arise except in 
private companies. I believe a great 
many public accountants would agree 
that in general terms it is wise to 
avoid the dual capacity of director 
and auditor. In any case, if a direc- 
torship is held, he should not be ac- 
tive in management. 








There seems to be some confusion 
as to whether or not being a direc- 
tor of a public institution such as a 
hospital or a club or a trade associa- 
tion comes within the category of a 
public or a private concern. In my 
opinion, this should be treated in the 
same manner as any public company 
and if the auditor accepts an office 
or directorship in the organization, he 
should refuse the audit. 


Writing up the Books 

Those taking the position that the 
accountant who has written up the 
books disqualifies himself as auditor 
may have in mind the requirements 
of the S.E.C. which requires both a 
presentation of statements by man- 
agement and an opinion of an inde- 
pendent public accountant. They 
also argue that you cannot check your 
own work. Those, on the other side, 
argue that there is very little differ- 
ence between recording completed 
transactions in the books and pre- 
paring the statements therefrom than 
in reviewing such entries made by a 
bookkeeper. 


Both sides have merit and I would 
suggest that each particular situation 
requires to be considered in the light 
of all the circumstances. To lay down 
a blanket rule one way or the other 
would undoubtedly create hardships 
where it might be unnecessary to do 
so. We must continually remind our- 
selves that a large bulk of the public 
accounting work done in the world 
has to do with the affairs of relatively 
small business men, who cannot af- 
ford fully skilled accountants to keep 
their books and prepare their finan- 
cial statements. To lay down nar- 


row rules in these matters could be 
detrimental to our profession and our 
clients. 
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Economic and Other Considerations 


As long as an auditor receives pay- 
ment for his work, there is always a 
threat to his independence. Some 
argue that this is particularly serious 
where one client outweighs the rest 
of the practice. On the other hand, it 
is true that any accounting firm, 
large or small, does not like losing 
even the smallest client. In theory, 
the foregoing should not be true in 
Canada, at least, because the auditors 
are appointed by the shareholders 
and the shareholders should be re- 
sponsible for setting the fee. Since 
the auditor’s first duty is to report to 
the shareholders on the stewardship 
of management, it should be arguable 
that the question of fee does not 
come in to his independence as an 
auditor. In practice, this works some- 
what differently in that shareholders 
have a habit of delegating authority 
to their directors and officers to deal 
with matters of this kind so that one 
finds the auditor dealing directly with 
the people he is auditing on matters 
of fee and appointment. 


It is not an easy matter to change 
business practices which have de- 
veloped over the years. However, I 
would suggest for consideration that 
our Institutes in their public relations 
program develop the theme of greater 
interest on the part of shareholders 
in the role of the independent ac- 
countant and encourage them to ap- 
point audit committees charged with 
the responsibility of reviewing and 
approving the arrangements with the 
auditors. Our members, as individ- 
uals, can also help by not being too 
ready to accept an appointment in 
circumstances which point to the dis- 
missal of an accountant for uphold- 
ing the reputation and integrity of the 
profession. 
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Conclusion 

Our profession has achieved a sta- 
ture not even dreamed of 50 years 
ago. This has been achieved due to 
the people in it and their readiness 
to recognize the need for progress- 
ing with the times. It has always 
been necessary to carefully distin- 
guish between what must be regulat- 
ed and those things that should be 
inherent in our profession because of 
the education of our members in pro- 
fessional responsibility. Being mem- 
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bers of our distinguished body and 
thereby acquiring the right and re- 
sponsibility of passing impartial judg- 
ment, we must take due care that we 
do not abuse our privileges. Our 
ambition for business success should 
not outweigh our regard for the more 
important things in life which are em- 
bodied in the true professional atti- 
tude. If we can achieve this, we will 
have little trouble in resolving the 
problems surrounding this word “in- 
dependence”. 


Climate of Change 


In large business enterprises the reception of a plan for change will be 
greatly affected by the attitude of the organization toward the top manage- 
ment. If the president has a reputation for being a successful and fair leader, 
his plan will be largely accepted on faith. But an established management, 
jealous of its reputation, will be cautious about introducing changes which 
may require it to unsettle senior people. It may prefer to modify or hold up 
the plan rather than to risk a decline of morale. 


A new president has both advantages and disadvantages if he pushes 
ahead with radical proposals for change. Some may doubt that he knows 
the organization well enough to move so quickly, but others will argue that he 
should have his chance to show what he can do. An analogy from the field 
of [American] politics is the “honeymoon period” allowed each newly elected 
president, which usually covers the first session of Congress. The hardening 
attitude that usually sets in after the first year has led one perspicacious 
observer to remark that any president interested in leaving his mark in history 
must have his program of change worked out prior to his election so that he 
can put most of it across during the one year of grace that will be granted him. 

—E. Ginzberg and E. W. Reilley, “Effecting Change in Large 
Organizations”, Columbia University Press, page 39 





Life Insurance in 


Estate Planning - II 


HOWARD J. CROFTS, C.L.U. 


In Part I oF Tuis article three main 
problems were discussed that deter- 
mined many of the applications of 
life insurance in estate planning: the 
need for adequate liquidity; provi- 
sion for continuity of management, 
and adequate financing where the 
business was to be retained as an 
estate asset; and creating a market for 
the business interest. 


This part will deal with problems 
arising as a result of the use of buy- 
sell agreements, with special refer- 
ence to optional buy-sell agreements. 
In addition, different methods of the 
ownership of life insurance will be 
reviewed. 


The following indicate some of the 
problems that may arise in connec- 
tion with buy-sell agreements: 


(1) If the buy-sell agreement pro- 
vides for the sale by the deceased’s 
estate at a price that for duty 
purposes is less than adequate con- 
sideration, the balance of the consid- 
eration is taxable in the hands of the 
survivor. If, for example, the estate 
was taxable in a 50% bracket because 
the deceased was wealthy, the sur- 
vivor might have to pay 50% of the ex- 
cess value as tax. This would indi- 
cate that buy-sell agreements should 
be reviewed and kept up to date and, 


further, adequately funded with life 
insurance. In many situations, be- 
cause of the terms of a deceased’s 
will, it might be possible for the sur- 
vivor to claim against the estate for 
estate tax and succession duties. Un- 
der such circumstances the survivor 
would not only have received a bar- 
gain, he might force the estate to pay 
duties on value it never received. 

(2) If a buy-sell agreement is be- 
ing drafted, it is strongly recommend- 
ed that consideration be given to a 
provision which would void the 
agreement if one party fails to survive 
the other by, say, 90 days. Experience 
shows that a small percentage of 
agreements incorporate such a pro- 
vision. If both parties were to die in 
the period indicated, it could work 
considerable hardship on the estate 
of the last to die. In this situation, 
the estate of the party that died first, 
or was considered by law to have 
died first, would receive cash or sub- 
stantial cash for the interest plus a 
commitment for the purchase of the 
balance. On the other hand, the es- 
tate of the survivor would receive the 
business interest, but there may be 


“no one in a position to manage it. 


The price that could be secured by 
the survivor's estate, particularly in 
the case of a franchise or service busi- 
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ness that was capable only of being 
continued by one of the partners or 
shareholders, would very likely be 
small as compared with the price re- 
ceived by the estate of the first to 
die. This may be true in spite of the 
fact that the terms of the agreement 
may have provided that the survivor 
or his estate could buy the policy of 
insurance on his own life for its cash 
surrender value at the date of death 
of the first to die. There might 
be a tax problem as a result of 
purchasing, for the cash surrender 
value, the full face amount of a policy 
that had matured as a result of death. 

Generally speaking, a more equitable 

arrangement would be to provide for 

the voiding of the agreement in the 
event of both parties dying within the 
period indicated. 

(3) If there is an optional buy-sell 
agreement: 

(a) The uncertainty may lead to a 
number of problems. The lack 
of predictable estate values 
makes proper planning difficult. 
This is particularly true in at- 
tempting to establish the amount 
and the source of the liquid 
funds that would be needed. 

(b) There is no binding obligation 
upon the survivor to buy. The 
survivor can buy at an agreed 
price within a specified time if 
he is able and wishes to do so, 
and that is all. The estate, on the 
other hand, is bound to sell at 
the demand of the survivor. This 
leaves the estate at the mercy 
and indecision of the survivor, at 
least until the expiration of the 
option. 

A state of indecision will hang 

over a business during the op- 

tion period. This may well 
bring about developments which 
could be detrimental to securing 


(c) 





THE CANADIAN CHARTERED ACCOUNTANT, OCTOBER, 1960 


a fair price. There is a danger 
that the plan may collapse be- 
cause of the inability of the sur- 
vivor to exercise his option due 
to the lack of adequate funds. 
The credit of the business may 
be adversely affected by death 
and this could have an effect on 
the personal credit of the surviv- 
ing partner or shareholder. Fur- 
ther, capable employees may 
leave the company during this 
period of indecision. 


(d) Where the option to purchase 
provides for instalment pay- 
ments, the survivor’s problems 
may be alleviated, or even solv- 
ed, but those of the estate and 
the family of the deceased are 
very likely correspondingly ag- 
gravated. The deceased’s estate 
must await periodic payments. 
Further, such payments will most 
likely depend on the successful 
operation of the business. 


Because of these and other prob- 
lems, it is felt that in most situations 
a fixed buy-sell agreement adequately 
funded by life insurance will be ad- 
vantageous both to the survivor and 
to the estate of the deceased. Fur- 
ther, the drafting of an adequate 
agreement obviously requires the ser- 
vices of the lawyer. 


Ownership of Life Insurance 


In dealing with the matter of own- 
ership, there are two main considera- 
tions. First, and most important, will 
the contemplated ownership achieve 
the desired result? Secondly, will it 
achieve this result with a minimum of 
cost? 


Obviously, the most important as- 
pect of ownership is to guarantee that 
the proceeds of the insurance will be 
available for the purposes for which 
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the coverage was placed. The fact 
that a certain method of ownership 
might result in a minimum amount 
of taxation, or none at all, might still 
be a very expensive method; for 
example, if ownership did not result 
in the life insurance being available 
for liquidity purposes resulting in the 
forced sale of other assets. 

It is the intention to discuss the 
matter of ownership, however, main- 
ly from a taxation standpoint, with 
the proviso that the planners always 
keep in mind the above considera- 
tions. Except as noted, provincial 
succession duties will be ignored. 

With the advent of the Estate Tax 
Act, there was a complete change in 
regard to the taxation of life insur- 
ance. Under the old Succession Duty 
Act, life insurance “purchased or pro- 
vided” by the deceased was the basic 
test of its taxability. This has been 
replaced by the test “owned and/or 
controlled” by the deceased. If the 
deceased owns the life insurance, it 
is taxable. 


The following are some of the main 
methods of ownership: 


Owned personally — If the deceas- 
ed owned the life insurance, it is tax- 
able in his estate. If he owned it 
jointly or in common with anyone 
else, it is also taxable. Thus, under 
this method, ownership of any life 
insurance proceeds would be taxed 
100% in the estate of the deceased. 
Purely from an estate tax standpoint, 
this method of ownership is the least 
attractive. However, as indicated 
above, the fact that it was owned by 
the client gave him absolute control 
of the life insurance. This could be 
important in that he might need to 
use it in his life time for collateral 
security or other purposes, and not 
be dependent upon securing agree- 
ment of some other person. Subject 
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to the law as it relates to beneficiary 
appointments, this type of ownership 
gives him complete flexibility. 


Owned by the wife, children or 
other person — Under the new Estate 
Tax Act, life insurance on the life of 
the deceased, owned by any one of 
the above parties, would not be tax- 
able in his estate. This would be 
true, even though the life insurance 
was maintained out of moneys orig- 
inally gifted by the deceased. To the 
extent that gifts were made in the last 
three years they would be taxable in 
the estate of the deceased. Under 
this type of ownership, unless there 
was some commitment to use the pro- 
ceeds of the insurance for the pur- 
poses desired, there is no guarantee 
that they would be used in this man- 
ner. This might require, for example, 
that the wife in order to “take” under 
the will must pay the estate tax that 
would be applicable to her share. 
Failure to pay to the extent required 
would disqualify her. This type of 
commitment, however, should be ap- 
proached with caution, because, if for 
any reason the life insurance proceeds 
were not payable (as a result of a 
lapse or surrender of a policy), a very 
serious situation could develop; for 
example, if the will only provided 
the wife with a life interest and limit- 
ed powers of encroachment. Another 
arrangement could be a commitment 
on the part of some other parties 
(e.g. sons) to purchase certain as- 
sets from the estate with the proceeds 
of the life insurance. This could take 
the form of a buy-sell agreement. 


Owned by a trust for wife, chil- 
dren, or other parties — Life insur- 


. ance could be placed in a trust and 


the trustees empowered to invest in 
any asset of the estate of the deceas- 
ed. In the event of the death of the 
settlor, the trustees would, in their 
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discretion, then be able to use the 
proceeds of the life insurance to pur- 
chase assets from the settlor’s estate 
(for example, shares in a private 
company), providing cash in the es- 
tate for tax purposes. Thus liquidity 
would be achieved without the life 
insurance having increased the value 
of the estate for estate tax purposes. 


This arrangement has the advant- 
age that if the trust were drawn for 
the benefit of the wife and children, 
with the children to receive the re- 
versionary interest, the proceeds of 
the life insurance could pass down a 
generation without attracting estate 
taxes. The disadvantage would be 
that the life insurance was tied up in 
an irrevocable trust. It is possible, 
however, that it might be repurchas- 
ed by the settlor for its cash surren- 
der value. The life insurance prem- 
iums might be maintained from the 
income from other assets in the trust, 
or by annual gifts from the settlor 
to the trust. If policies are being 
transferred to a trust, it is recom- 
mended that the life insurance be 
sold to the trust rather than gifted. 
It is felt that if the settlor was to 
die within three years of gifting the 
policy, the full face amount would 
be taxable. On the other hand, if the 
life insurance was sold for its fair 
market value, the face amount of the 
life insurance would not be taxable. 
In this connection, it should be point- 
ed out that, in the opinion of some 
people, fair market value is not neces- 
sarily the cash surrender value. It is 
felt that under certain circumstances, 
for example, where a settlor was in 
very poor health, or arranged a death- 
bed transfer, the policies of life in- 
surance might be considered to have 
a value higher than the cash surrender 
value. There appear to be English 
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cases that support the view that the 
cash value is not necessarily fair value. 


Owned by a corporation — If a cor- 
poration controlled by the deceased 
owns a policy of insurance on his life, 
the proceeds, for the purpose of cal- 
culating estate taxes may, under cer- 
tain circumstances, be brought into 
the estate of the deceased. This would 
be true to the extent that the policy 
proceeds exceed the business profits 
(before tax) less the losses of the 
corporation for the last five fiscal years 
prior to death. It should be pointed 
out that the income of the corporation 
in this connection is the income that 
results from business carried on by 
the corporation, not investment in- 
come (unless the business itself is an 
investment-type business). 


In determining whether a corpora- 
tion should own the life insurance on 
a controlling shareholder, the previous 
five years’ earnings are obviously im- 
portant. Assuming, however, that the 
previous five years’ earnings of the 
corporation are adequate to support 
the life insurance presently owned or 
contemplated, another factor to be 
considered is the effect the life in- 
surance proceeds would have on the 
value of the shares of the corporation 
for estate tax purposes. If the corpora- 
tion is valued at death, solely on an 
earnings basis, the flow of life insur- 
ance proceeds would not affect the 
value of the shares. On the other 
hand, if the corporation was valued 
on an adjusted book value, or break- 
up basis, the proceeds would affect 
the value of the shares, to the degree 
that the face amount exceeded the 
cash surrender value of the policies as 
carried on the books of the corpora- 
tion. 

Another consideration from an in- 
come tax standpoint should be the 
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relative income tax position of the 
corporation as compared with other 
parties. When life insurance is re- 
quired for estate liquidity purposes, 
and is to be owned by the corpora- 
tion, the cost of getting the proceeds 
out of the corporation is of major 
importance. This cost could be eli- 
minated by redeeming preference 
shares or by retiring notes payable 
to the deceased, or reduced by capi- 
talizing surplus under section 105 of 
the Income Tax Act. Because of sec- 
tion 3(1)(m) of the Estate Tax Act, 
dealing with the life insurance owned 
by a corporation controlled by the 
deceased, life insurance owned by a 
corporation should be reviewed regu- 
larly. For example, if the corpora- 
tion had losses or reduced earnings 
in the previous five years, it might 
be advisable to make a change in 
ownership of the life insurance. It is 
felt that there is a great deal of life 
insurance owned by corporations that 
may be subject to tax under the 
above-mentioned section. 


Many corporations are created 
mainly for the purpose of freezing 
future growth, the client retaining 
control possibly through voting pre- 
ference shares, but the income of such 
corporations is often largely invest- 
ment income. Under such circum- 
stances, while the interest in the cor- 
poration may have been totally repre- 
sented by shares of fixed value, the 
life insurance could inflate the estate 
values to the extent that the proceeds 
exceeded the earned income of the 
corporation for the five years prior 
to death. In many of these cases, the 
income of the corporation would be 


such that it would not qualify under - 


the above-mentioned section, with the 
result that the life insurance would 
reflect itself almost 100% in the estate 
of the deceased. 
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Where a company was not con- 
trolled by the deceased, the above 
situation would not apply. If, for ex- 
ample, there had been a freezing 
operation and the deceased had taken 
back preference stock, but did not 
control the corporation, then the flow 
of life insurance proceeds would not 
in this case affect the estate values 
of the deceased. Such proceeds could 
be the means of retiring the prefer- 
ence stock and providing liquidity 
in the estate of the deceased. 

It should be kept in mind that pre- 
miums paid by a corporation on life 
insurance policies (other than em- 
ployee benefit plans, e.g. group life, 
sickness and accident, hospitalization, 
pensions) are not allowed as a deduc- 
tion for income tax purposes. On the 
other hand, of course, under Canadian 
practice, life insurance proceeds are 
considered a capital receipt and are 
not subject to income tax on being 
received by the corporation. 


It must be kept in mind that while 
the ownership test of life insurance 
applies for Dominion estate tax pur- 
poses, there have been no changes in 
Ontario and Quebec law that affect 
the ownership of life insurance. How- 
ever, the present Treasurer of On- 
tario has indicated that life insur- 
ance maintained out of moneys ir- 
revocably gifted and not in effect 
paid by the deceased would not be 
taxable for succession duties. 


In all cases where a change in 
ownership is being arranged, care 
should be taken to see that documents 
are used that will completely transfer 
ownership. Some forms now in use 
which purport to change ownership 
are only assignments for value and 
have caused complications. 


In conclusion, it is hoped that this 
article has established (1) that life 
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insurance as a “tool” of the estate 
planning team can help solve many 
of the estate problems and (2) that 
recognizing the problems and _ for- 
mulating the best solution is generally 
beyond the competency of any one 
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and legal problems the solution should 
come from a group effort. Further, 
the competent chartered life under- 
writer, because of his training and 
exposure to these problems, can make 
a worthwhile contribution to the team 


profession. Because of tax complexities _ effort. 


The Methodology of the Economist 


The situations which the economist studies are characterized by a verit- 
able infinity of elements; the cause of each phenomenon which he studies 
must be sought from among an infinite number of possible causes. This 
boundless complexity rules out the possibility of employing the experimental 
method of the physical scientist, that of varying one element in a situation 
at a time, while keeping all others constant. An infinite number of elements 
cannot simultaneously be held constant; furthermore, the human beings in 
the situation would not willingly, and in any case could not, remain absolutely 
constant in all respects, while the scientist varied one element in a situation 
at a time in order to ascertain definitively the effect of each variation. 


To derive explanations for the infinitely complicated phenomena which 
he studies, the economist adopts a stratagem. He devises in his mind a 
highly simplified model of the situation which he desires to analyze. While 
the actual situation has an infinity of elements, the economist’s repeated ob- 
servations will have indicated to him that they are not all of equal im- 
porance or relevance. The economist abstracts only the most important ele- 
ments, and fabricates his model from them alone. His model represents 
reality in the same way that the map of a country represents its main out- 
lines, without including features and details which are of secondary signifi- 
cance. There is this difference, however; a map exists on paper, while the 
economist’s model of a real situation exists only in his mind. 


Employing a methodology analogous to that of the physical scientist in 
a controlled experiment, the economist proceeds to analyze the behaviour 
of his model. Since the model is structurally simple, constructed from only 
a few elements, he is capable of envisioning it clearly and fully in his mind. 
Keeping all others constant, he varies one of its elements; drawing on ex- 
perience, acquired knowledge and logical deduction, he visualizes how the 
model would react to this specific variation of this particular element. He 
varies the element in all possible ways, always keeping the others rigorously 
constant, and visualizing the specific effect of each such variation. He varies 
each element in turn, each time keeping all others constant, and each time 
visualizing how the model would react. From such a series of experiments, 
conducted entirely in his mind, he learns how the model reacts to all possible 
variations in each of its constituent elements. He learns what cause-effect 


relationships are present in the model, or in other words, he determines the 
principles according to which the model operates. 


—R. C. Bellan, “Principles of Economics and the Canadian Economy”, 
McGraw Hill Co. of Can. Ltd., Toronto, page 7 
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Measuring Rate of Return 


on Capital Investments 


SEVERAL ARTICLES about the discoun- 
ted cash flow method of measuring 
returns on investments have appeared 
in this' and other professional ac- 
counting journals. The purpose of the 
present article is two-fold: first, to 
question the consensus of these earlier 
discussions, which was that measuring 
capital productivity is essentially a 
simple procedure and that the dis- 
counted cash flow method is the most 
correct way of handling the problem; 
and, secondly, to briefly indicate some 
relatively new quantitative techniques 
that are of increasing usefulness in 
this area. It will be noted that, in 
contrast to the position taken in the 
articles mentioned above, the writer 
feels that the measurement of capital 
costs and returns is both practically 
and theoretically a very difficult pro- 
blem. 


Perhaps it need not be mentioned 
that the capital budgeting process is 
of critical importance to the success 
of the firm. There is certainly no 
phase of business management where 
decision-making has more effect on 
the long-run welfare of a business 
enterprise than in the area of capital 
expenditures. Decisions on capital ex- 


1 For example, see J. W. Crowe, “Adminis- 
trative Accounting,” The Canadian Char- 
tered Accountant, April 1959, p. 347. 
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penditures determine the very nature 
of the business in which the enter- 
prise will engage and, to only a 
slightly lesser degree, its level of 
efficiency. 

There are, of course, numerous pro- 
jects for which costs and returns can- 
not be measured with any precision, 
where they are for all practical pur- 
poses unmeasurable, or where the 
values of their parameters are either 
so large or small as to render formal 
analysis unnecessary. 

On the other hand, many projects 
are not of this class and can be more 
appropriately evaluated by more 
rigorous quantitative methods. The 
present article will focus on this latter 
kind of project. 

Several different methods of capital 
expenditure analysis have been des- 
cribed in the literature. These in- 
clude: payback, unadjusted or ac- 
counting rate of return, time adjusted 
rate of return, profitability index, pro- 
fitability dollars, and capital recovery 
methods.? Each of these methods of 
analysis sheds light on certain aspects 
of the investment problem and in the 
writer's opinion arguments can be 


-made for the use of each under cer- 


2 For example, see: R. H. Baldwin, “How 
to Assess Investment Proposals” Harvard 
Business Review, May-June 1959; Ria 
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tain circumstances. These different ap- 
proaches to investment analysis have 
been individually discussed in the 
articles included under footnote ”, 
and collectively in *. 

This article will discuss three of 
these methods: discounted cash flow, 
profitability index, and profitability 
dollars; these are methods of analysis 
that seem to be most widely used and 
discussed today. We will see, how- 
ever, that even these methods are 
often used without full recognition 
of the problems and implicit assump- 
tions involved in their use. 


Discounted Cash Flow 

In a recent article in this journal,‘ 
it was argued that: “There can be no 
questioning of the fact that the dis- 
counted cash flow technique is the 
only scientifically accurate method of 
determining the return for a new 
capital addition ... Any other method 
is at best an approximation.” 

Many people, including the writer, 
are unwilling to accord such strong 
and unqualified support to the dis- 
counted cash flow method of invest- 
ment analysis. While the discounted 
cash flow method is perhaps more 





THE CANADIAN CHARTERED ACCOUNTANT, OCTOBER, 1960 


easily understood and accepted by 
many businessmen than some of the 
other methods, in that they are ac- 
customed to working with rates of 
return, it can lead to incorrect deci- 
sions. The reason for this is that rates 
of return, as they are usually cal- 
culated in practice, are not strictly 
comparable from one alternative to 
another. Thus, it is not necessarily 
correct to conclude that a time ad- 
justed rate of return of 25% on one 
project is preferable to a return of 
20% on another. Many businesses, 
however, are willing to accept with- 
out qualification projects yielding 
higher rates of return in preference to 
those showing lower returns. 


Consider, for example, a 25% return 
on a three-year project A versus 
a 20% return on a ten-year project 
B. It has been the writer’s exper- 
ience that many companies using the 
discounted cash flow method would 
unquestionably choose the 25% project 
ahead of the 20% project without re- 
gard to the fact that each involves a 
different economic life. This proce- 
dure is often defended on the grounds 
that since the discounted cash flow 
analysis properly accounts for the time 





Bierman and S. Smidt, “Capital Budget- 
ing and the Problem of Reinvesting Cash 
Proceeds,” Journal of Business, October 
1957; E. G. Benion, “Capital Budgeting 
and Game Theory,” Harvard Business 
Review, Nov.-Dec. 1956; J. Dean, “Mea- 
suring the Productivity of Capital,” Har- 
vard Business Review, Jan.-Feb. 1954; 
E. S. Freeman, “Measuring Sales, Gross 
Assets and Invested Capital and Com- 
paring Them to Profits,” The Controller, 
Feb. 1955; Journal of Business, “Capital 
Budgeting,” Oct. 1955, articles entitled: 
“Three Problems in Capital Rationing,” 
“The Payoff Period and the Rate of 
Profit,” “Has MAPI a Place in a Com- 


prehensive System of Controls?” “Mea- 
suring a Company’s Cost of Capital,” 
“Residual Values in Investment Analysis;” 
J. G. McLean, “How to Evaluate New 
Capital Investments,” Harvard Business 
Review, Nov.-Dec. 1958; R. B. Read, 
“Return on Investment — A Guide to 
Management Decisions,” NACA Bulletin, 
Jan. 1957; W. J. Vatter, “Does the Rate 
of Return Measure Business Efficiency?”, 
NAA Bulletin, Jan., 1959. 


8 R. N. Anthony, (ed.) “Papers on Return 
on Investment”, Harvard Business School, 
Boston, 1959. 


4 See 1. 
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value of money, no further adjustment 
is required. This argument, however, 
will not stand up to more rigorous 
analysis. In the situation described 
above, the manager who chooses the 
25% project over the 20% project im- 
plicitly assumes that the funds inves- 
ted in alternative A can be reinvested 
at the same 25% return. If, however, 
the firm’s average experience for in- 
vestments involving a similar degree 
of risk was only a 15% return, the 
probability of reinvesting the funds 
at a 25% return could well be very 
small. 

It can be shown that in order to 
break even or be indifferent between 
alternatives A and B, it would be 
necessary to reinvest (assuming alter- 
native A was selected initially) the 
funds over the remaining seven years 
at a 17%% return. Thus, where “X” 
represents the breakeven reinvestment 
rate, this required return can be cal- 
culated as follows: 

(1.00 + .25)* (1.00 + x)? = (1.00 + 
20)... 
(assuming annual compounding) 


_ "[(1.00 + 207° 
X*= WV (1.00 + .25)8 
But, while it is possible to make 


such a breakeven analysis between 
alternatives, experience shows that no 


= 17.4% 


a 


It should be emphasized that the problem 
outlined above arises only when one pro- 
ject must be selected in preference to 
another. This condition would prevail 
only where several projects are alter- 
native ways of accomplishing the same 
result or where funds are insufficient for 
all projects. 

R. J. Reul, “Profitability Index for In- 


a 


vestments,” Harvard Business Review, . 


July-August 1959. 

See R. N. Anthony, (ed.) “Papers on 
Return on Investment”, Harvard Business 
School, Boston, 1959. 
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such adjustment is made by business- 
men when they use the discounted 
cash flow method. It seems likely that 
such an adjustment, conceptually at 
least, is not being made simply be- 
cause the underlying problem out- 
lined above has not been made ex- 
plicit. Clearly, use of the discounted 
cash flow method without such ex- 
plicit recognition of this problem may 
lead to a misallocation of a firm’s 
resources.° 


Profitability Index 

One of the methods that has been 
suggested in the literature as an al- 
ternative to discounted cash flow is 
the profitability index. This approach 
has been described as “a single, 
simple, accurate, and dependable 
guide which is capable of straightfor- 
ward, impartial comparisons of rates 
of return on any and all types of 
investments”.® 

Perhaps we can illustrate the pro- 
fitability index approach as follows:’ 
assume that a proposed investment in- 


' volving $1,000 is expected to produce 
earnings of $300 per year for five 


years and that the firm’s required 
earnings rate® is 10%. The present 
value of this stream of annual receipts 
is $1,137. Projects are then ranked 
according to this index — the higher 
the index the better the project. 





8 The required earnings rate used for a 
particular project should reflect the return 
on foregone opportunities involving an 
equivalent degree of risk. Thus, the re- 
quired rate is an opportunity rate and 
relates to cost of capital only in the sense 
that the latter should represent the mini- 
mum required earnings rate. More de- 
tailed analysis of this relationship can 
be found in: F. Modigliani and M. H. 
Miller, “The Cost of Capital, Corporation 
Finance and the Theory of Investment,” 
American Economic Review, June 1958. 
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This rule can also lead to incorrect 
decisions since it does not explicitly 
distinguish between projects involv- 
ing different dollar amounts of in- 
vestment. This method does avoid, 
however, the implicit assumption re- 
garding reinvestment of earnings 
made in the case of discounted cash 
flow (since the profitability index 
method assumes that funds will be re- 
invested at the required earnings 
rate). 


Profitability Dollars 


A profitability dollar method has 
also been suggested. In this method 
the investment proposals selected are 
those that provide the greatest pre- 
sent value dollars of contribution 
relative to other alternatives. Using 
the same example as above, the pre- 
sent value profitability dollars profit 
is seen to be $137. In other words, this 
project is found to return $137 over 
and above the required earnings rate 
of 10%. 


As with the previously discussed 
methods of analysis, this too can lead 
to difficulties if used without full un- 
derstanding since it also ignores the 
required investment. Clearly, the pro- 
ject with the more profitability dollars 
may not be the better project if it 
also requires a larger investment. 


Other Considerations 


In any particular firm, the invest- 
ment decision problem is not only 
which particular projects to choose 
but also which group to select out of 
all possible alternatives. Thus, in a 


® A. Charnes, W. W. Cooper, and N. H. 
Miller, “Application of Linear Program- 
ming to Financial Budgeting and Costing 
of Funds,” Journal of Business, Jan. 1959; 
and H. W. Markowitz, “Portfolio Selec- 
tion: Efficient Diversification of Invest- 
ments”, (New York, Wiley, 1959). 
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large organization, procedures must 
be established to facilitate the handl- 
ing of thousands of investment pro- 
posals each year. In these situations 
it would seem most correct, given 
the present development of the 
theory, to consider all the proposals 
together and to choose that combina- 
tion which, within the constraints im- 
posed by corporate liquidity, would 
maximize profitability dollars. Special 
linear programming techniques® are 
being developed to handle this alloca- 
tion problem. (It is to be remem- 
bered, however, that this argument is 
based upon an assumption that the 
firm seeks to maximize earnings. 
While such an assumption does great- 
ly simplify the nature of the capital 
allocation problem, it should be care- 
fully noted that many people, includ- 
ing the author, would question fur- 
ther the usefulness of such an assump- 
tion in view of the broad range of 
objectives and policies that are the 
essence of many organizations. )?° 


Additional Modifications 


It is hoped that these comments 
will open to question any completely 
unqualified use of the discounted cash 
flow method as well as suggest other 
useful analytical approaches. It would 
seem misleading, however, to imply 
that the capital budgeting problem 
was no more complex than these re- 
marks would indicate. Many corpora- 
tions in the U.S. have economists, 
statisticians and mathematicians at 
work in this area of financial man- 
agement. It is widely recognized that 
our knowledge and skills are presently 
inadequate to handle the complexities 
involved in determining the required 


10 For a well-developed discussion of this 
point see: N. W. Chamberlain, “A General 
Theory of Economic Process”, (New 
York: Harper & Brothers, 1955). 
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investment, measuring rates of return 
on a truly comparable basis, handling 
the required or opportunity rate, and 
evaluating cost of capital. Perhaps it 
would be of interest to examine brief- 
ly some of the more important modi- 
fications that can be incorporated into 
the analytical framework outlined 
above. 


One kind of adjustment concerns 
the frequency with which funds flows 
are discounted. As has been pointed 
out in other articles, the general form 
of the present value formulais 1 , 

(1+ i)n 


699? “n »” 


where “i” is the interest rate and 
the number of annual periods. This 
formula is only applicable, however, 
where management expects incremen- 
tal funds flows in the form of lump- 
sum payments at the end of each year. 

In most business decision problems 
the payments will occur at more fre- 
quent intervals. Sales revenues are 
received more often than once a year, 
the actual frequency depending in 
part upon credit terms and economic 
conditions. Most cost items are on 
approximately a weekly or monthly 
cycle. In a large corporation, the cash 
flows on all the different transactions 
may tend to even out about some 
seasonally adjusted daily or weekly 
average. In view of this known infor- 
mation about the state of the real 
world, it is perhaps more accurate 
to use a present value formula such 
as 1 , where “t” represents 


eee at 


the wdina of times per year that 
receipts and expenditures are com- 
pounded. 


The significance of the preceding 
paragraph is this: because the present 
value of a stream of cash receipts de- 
pends upon its time pattern, the more 
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frequent the receipt, the higher the 
rate of return (the converse is of 
course true with costs). Thus, present 
value tables have been developed to 
reflect quarterly, monthly, daily, and 
even continuous compounding (i.e., 
the value of “t” changes: 4, 12, 365, 

.. o). To give an indication of 
the magnitude of this adjustment, it 
can be shown that if $1.00 received 
in a lump sum one year hence is as- 
sumed to be worth 80c today, then: 


Pres. 

Value 
Frequency Pres. Correc- Adj. Pres. 
of Dis- Value tion Value of 
counting of Pay’t Factor Pay’t 
Annual $.800 1.000 $.800 
Semiannual $.800 1.059 $.847 
Monthly $.800 1.110 $.888 
Continuous $.800 1.120 $.896 


We see from this chart, then, that as 
the frequency of compounding in- 
creases so does the present value of 
the stream of payments or receipts.!! 


Another interesting and relatively 
new development in capital budgeting 
procedures involves the handling of 
uncertainty about the future. Com- 
monly accepted practice has been to 
use estimates of revenues, costs, 
prices, demand, and required invest- 
ment as if these estimates were cer- 
tainty equivalents. Recent develop- 
ments in several fields of mathematics 
have suggested new conceptual and 
theoretical approaches to the capital 


11Tt can be shown with calculus that the 
function 1 represents a highly 


(1 " nt 


convergent series such that it tends to 
a limit before “t” gets very large. This 
is demonstrated in the table above, where 
it can be seen that the impact of more 
frequent compounding is much greater 
as “t” increases from 1 to 12 than is true 
when “t” changes from 12 to ©. 








PROJECT A. 


Forecast Revenue 
Equals $1,000 





Probability of Receiving 
Net Annual Revenue 
Per Year 


$500 $1,000 $1,500 $2,000 


Net Annual Revenue 
Per Year (Dollars) 


budgeting problem. These new tech- 
niques involve the application of 
modern probability theory as well as 
newly developed sampling proce- 
dures, game theory, and linear pro- 
gramming techniques. 

In addition to these developments, 
several organizations are attempting 
to incorporate utility theory into their 
investment analyses, which is an at- 
tempt on their part to reflect man- 
agements’ feelings towards different 
degrees of risk. To illustrate this point, 
consider two projects A and B for 
which management had forecast iden- 
tical net revenues of $1,000 per year 
for five years. In addition, assume that 
management had assigned the pro- 
bability distributions shown above to 
the net annual revenue streams. 

Existing practice does not permit 
management to quantify its subjec- 
tive feelings towards the different de- 
grees of risk involved in these two 
projects. It should be clear to the 
reader, however, that except in special 
circumstances, management should 
and does feel differently about each 
of these projects. All other things 
being equal (as we have defined them 
here) project A would seem prefer- 
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1 Forecast Revenue 
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Probability of Receiving 
Net Annual Revenue 
Per Year 


$500 $1,000 $1,500 $2,000 


Net Annual Revenue 
Per Year (Dollars) 


able to project B. Utility theory offers 
management a way to modify its 
monetary expectations to reflect its 
feelings towards different degrees of 
risk. (While expected monetary value 
is an appropriate guide to action in 
most business decisions, this is only 
true where the worst of two conse- 
quences is not too bad and the best of 
the consequences is not too good.) 


Summary 

The primary purpose of this paper 
has been to open to question the 
statement that discounted cash flow 
is the only “scientifically accurate me- 
thod of determining the return on a 
new capital addition”. It has been 
argued that not only is the discounted 
cash flow method not the only “scien- 
tific method”, but that in addition, it 
may be incorrect as commonly used. 
A couple of more generally useful 
methods of analysis have been sug- 
gested, in addition to several other 
kinds of quantitative approaches and 
modifications. All of these quantitative 
tools are being used or experimented 
with by a number of large corpora- 
tions in the United States. 
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Perhaps the only really firm con- corporation’s basic objectives and 
clusion we can reach at this time is market opportunities. 
that one must beware of any panacea Perhaps it should be added that 
to these problems. The whole area is none of these quantitative methods is 
ue tremendously complex and uncertain purported to take into account every- 
in view of the fact that the theory thing we know or believe about the 
itself has not been developed very real world. It is thought, however, 
far. Most important, though, is a_ that those of us who are interested in 
recognition that the capital alloca- the area of capital budgeting should 
tion problem should not be viewed make a real effort to determine the 
as a discreet problem by manage- extent to which these developments 
ment, but rather one that must be can be used to make more effective 
0 carefully considered in view of the decisions. 
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e- A Code of Business? 


of That perfection in communications is lacking is testified to by such ex- 


pressions as “language barriers,” “I was not told what to do,” “I didn’t un- 

derstand the instructions,” or “I didn’t get my story across.” It is often said 

| that promotions are denied to persons who cannot verbalize or who are not 

articulate. It is generally agreed that there are many failures in communica- 

x tions despite the spread of education and the improvements in mechanical 

and visual aids. The use of pictures, long distance phones, radio, television, 
and loud speakers has not solved the problem of communications. 


It may very well be that the limiting factor in improving communications 
is time. Businessmen carry about brief cases filled with reports and other 
data, always expecting to find time to “digest” the contents of the reports. 
Some business executives even “carry” secretaries with them on short motor- 
car trips, dictating all the way. The skill of fast reading with a high level 
of comprehension is being developed by reading clinics in an attempt to 
economize the time required to read. It may be that a language composed 
of combinations of words to convey various shades of meaning is very inef- 
ficient in the use of time for both transmitting and receiving communications. 
Even the fastest speaker reaches a point where he cannot increase his speed 
of speaking. Conceivably a system of dots, dashes, and other symbols might 
in the future be substituted for our literary language. 

—W. V. Owen, “Modern Management: Its Nature and Functions”, 
Ronald Press Co., New York, page 145 
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The Engineering Consultant in Business 





This article contains the stimulat- 
ing and forthright views of a senior 
corporate official on a subject of great 
interest to all levels of management 
as well as to many professional 
accountants. 


Our country, and all the free coun- 
tries of the world, need the corpora- 
tion as the prime institution in free 
enterprise, now more than ever be- 
fore, to accomplish the immense 
problems that are to face us in the 
future. However, a continuous battle 
must be waged against management 
that tends to get careless and soft. 
And we must learn how to work with 
government, while resisting unneces- 
sary extension of government. These 
requirements call for specialist skills 
in management. As we have taken for 
granted the specialist in medicine, 
should we not take for granted the 
specialist or consultant in business? 

Our problems are not of poverty 
or failure; they are ones, rather, of 
success. Can we continue to have 
more and more prosperity with un- 
limited opportunity, without unlimited 
danger? Let us therefore try to con- 
cern ourselves with the problems of 
success and plenty. 

It is with this in mind that I 
would like to examine the place of 


engineering and management con- 
sultants and in what capacity they 
can be used to improve our corpora- 
tions. 

With the technological changes 
that are taking place, it has become 
increasingly clear that modern busi- 
ness must lead in new developments 
to compete in productivity with the 
rest of the world. This has resulted 
in an accelerated demand for the pro- 
fessional service organization to offer 
various kinds and types of consulting 
services to management. 


Qualities of a Consultant 

Let us deal first with the attributes 
of the consultant. His honesty, in- 
tegrity, professional background and 
know-how are creating new and 
greater economic opportunities; he 
works under difficult conditions pro- 
viding a variety of services in many 
areas for different firms with different 
people, gaining new ideas and creat- 
ing new conditions, resulting in 
economies, direct and indirect, that 
usually could not have been accom- 
plished by using management’s own 
internal resources. 

Secondly, the consultant views ob- 
jectively the evidence he collects, un- 
influenced by opinions, personalities 
or corporation politics which might 
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otherwise interfere with manage- 
ment’s own viewpoint. His adjust- 
ment to ever-changing need, his 
eagerness to explore, devise and in- 
vent, unlocks new opportunities for 
organizations of every type and size. 

The consultant’s knowledge of 
special fields of business or special 
processes can be quickly applied, as 
he does not suffer from the channel- 
ing of vision which, unfortunately, 
often accompanies long experience 
and familiarity with one particular 
process. 

The relationship between a_busi- 
ness firm and a consultant implies 
complete confidence when it is neces- 
sary. When knowledge of a project 
could be profitable to competitors 
this aspect is a most valuable one. 

Finally, the consultant is unhinder- 
ed by the day-to-day duties which a 
company executive encounters. This 
situation can result in the consultant 
penetrating the basic causes of a 
problem rather than dealing only 
with surface symptoms. 


Selection of Consultants 

On what basis should a consulting 
firm be selected? Should we consider 
a firm which is highly specialized in 
a technical sense, or should it be 
one with general experience and 
abilities? Certain industries have a 
definite need for specialists; on the 
other hand, the consulting firm 
which has specialized to too great 
a degree may not be capable of ap- 
preciating and analyzing all aspects 
of a problem. 

Reputable consultants know their 
own strengths and weaknesses. The 
specialist and the “general practi- 
tioner” must frequently collaborate 
in the client’s interest, even if they 
are members of different consulting 
firms. 
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Let us look at the various services 
offered by management and engineer- 
ing consulting firms. 


Management Consultants 

The field of management con- 
sultants is a vast one in which the 
trained accountant has an important 
part to play and is growing rapidly. 
The important factors are not those 
of money, equipment or influence, 
but of men. 

The individuals comprising a man- 
agement consulting company are 
usually all top or middle-management 
calibre. The training and background 
of a management consultant is not 
very different from that of members 
of corporate management teams. One 
of the greatest assets he brings to 
a client is his background of practice 
in problems he has encountered and 
solved in other different, and seem- 
ingly unrelated, businesses, helping 
him to uncover new opportunities for 
his client. 

How does a management con- 
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sultant differ from the management 
of a business enterprise? The man- 
agement must establish and execute 
company policy and, in general, is re- 
sponsible for the work of other 
people. It must select, train, guide 
and motivate. On the other hand, the 
management consultant, while in a 
purely advisory capacity, is respon- 
sible for his own contribution. He 
sets his own standards. He must 
make other people understand the 
results of his work so that they be- 
come capable of profiting from it. 


Because of his objective viewpoint, 
the consultant is in an ideal position 
to evaluate the calibre of personnel 
and to appraise the effectiveness of 
administrative practices, often earlier 
and more clearly than the corpora- 
tion itself. He can assist in develop- 
ing an integrated organizational 
structure with well-defined areas of 
responsibility, good means of com- 
munication, and an atmosphere in 
which each individual knows where 
he stands and what is expected of 
him. 

Foremost among the areas in 
which the management consultant 
can function productively are the 
following: 

Cost Reduction Programs and Bud- 
geting: This is an area which has re- 
ceived more than usual attention dur- 
ing the past years. Increased com- 
petition due to overproduction at 
home, as well as more imports, has 
forced management to reduce costs 
to remain competitive. 


In the field of budget preparation 
the consultant can be helpful. Many 
a junior executive can manage to stay 
within a budget, but real skill is re- 
quired to make up a budget that is 
worth staying within. 


Economic Surveys: Economic 


studies, which involve analysis and 


evaluation of a wide range of factors, 
may affect day-to-day operations, as 
well as long-range planning. Busi- 
ness forecasts, in terms of fluctuating 
prices, might indicate a change in 
purchasing and inventory policies. 
Sales forecasts, related to the growth 
of consumer demand, might affect not 
only current production schedules 
but also long-term capital investment 
requirements. 

Negotiations and Arbitrations: The 
consultant may help a client to pre- 
pare a case, such as in a labour dis- 
pute, which is to go before an arbitra- 
tion board, or he may actually repre- 
sent the client on such a board. Here 
again, the objective viewpoint of the 
consultant is of great value. He can 
evaluate both sides of a dispute with- 
out prejudice, and perhaps remove 
some of the emotional arguments 
which are sometimes characteristic of 
labour-management negotiations. The 
consultant may be used as an arbi- 
trator in many intra-company dif- 
ficulties. An example might be the 
appraisal of assets involved in a 
transfer from one subsidiary to an- 
other, or it may be a matter of policy 
on which management opinion is 
divided. An independent report by 
the consultant may be a useful way 
to resolve such difficulties. 


Engineering Consultants 

Engineering consulting organiza- 
tions usually comprise individuals 
with a broad background in the 
science of planning and designing of 
structures and processes. Included in 
this background is a need to under- 
stand financing and economics, value 
of property, legal concepts of con- 
tracts and kindred matters that, when 
combined, will enable clients to fore- 
cast the values of and return on their 
investments. 

When a project involving major 
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capital expenditures is handed to an 
engineering consultant, he becomes 
the administrative head of a complex 
operation; he plans, prepares draw- 
ings, selects equipment, specifies ma- 
terial and workmanship, obtains bids, 
draws up contracts, supervises the 
progress of the work, and oversees 
construction accounts. 

He can be of inestimable value in 
such fields as the conducting of feas- 
ibility studies, since it is often not so 
much a matter of designing a manu- 
facturing plant, as to determine 
whether it should be built in the first 
place. 


Appraisals and Valuations 
Engineering, finance and econom- 
ics are each involved in establishing 
the value of property. This is an area 
for the specialist. The skilled ap- 
praiser is a professional whose value 
as a consultant cannot be overesti- 


mated. 


Evaluation can be made both from 
the physical and the economic view- 
point; the intended purpose of the 
valuation dictates the methods to be 
used by the appraiser in establishing 
its value. 

An impartial evaluation is fre- 
quently called upon to check tax 
assessments on behalf of the tax- 
payers to ensure the equity of the 
figures of the local authority. 


In the field of expropriation, man- 
agement often seeks professional as- 
sistance to establish a just evalua- 
tion, including details of loss which 
are not patent, and to act as expert 
witness during court proceedings. 


Industry has ever-increasing needs 
for expansion capital. One common 
means of meeting these needs is 
through mortgage loans secured by 
land, buildings and installations. The 
depreciated value of such fixed assets 
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revealed in the balance sheet is 
usually below the actual replacement 
value. An independent and factual 
statement of value enables the bor- 
rower to obtain the maximum sum 
possible and satisfies the lender that 
his money is secure. 

An insurance appraisal should be 
available to the property owner. The 
advantages of insurance appraisal are 
two-fold: management is assured of 
the adequacy of the insurance car- 
ried; and, in the event of loss or 
damage, incontrovertible evidence is 
recorded as to what previously exist- 


ed. 


Independent Laboratories 


Among modern consulting firms are 
those with equipment and facilities 
which industry may find uneconomic 
to instal for itself. 

Research, testing and inspection 
are three areas where independent 
chemical and engineering consult- 
ants can provide professional ser- 
vices, when required, at a practical 
cost. 


Independent laboratories also pro- 
vide important services that extend 
to every branch of industry and com- 
merce. Lawyers use laboratory ser- 
vices to provide technical evidence; 
department stores, to check the qual- 
ity of merchandise and evaluate com- 
petitive materials; mining companies 
depend upon accurate assays to guide 
them in exploration work; construc- 
tion of hydro, nuclear and thermal 
power plants is inspected and tested 
for utilities. Manufacturing com- 
panies, both large and small, retain 
independent laboratories as consult- 
ants to develop new products as well 
as to design and implement systems 
of quality control. Professional chem- 
ists and engineers, experienced in the 
interpretation of scientific data, pro- 
vide businessmen with services far 


326 


beyond the routine testing of materi- 
als. Here are some of them: 


Quality Control: Manufacturing 
companies must continuously strive 
not only to maintain but to improve 
the quality of materials produced. 
Quality control must therefore be 
exercised on materials produced as 
well as the raw materials and com- 
ponents used in the manufacturing 
process. 

There is, for instance, the sequen- 
tial process of inspection which in 
effect answers “When has sufficient 
data been collected to make a deci- 
sion?” In other words, it is an analy- 
sis of costs and consequences. Sta- 
tistical methods have application not 
only to the development of a quality 
control program, but can also provide 
a practical basis to assist in many 
management decisions. 


Non-destructive testing, one of in- 
dustry’s newest scientific techniques, 
has already proven to be of major 
importance to modern production 
methods and quality control. These 
techniques include the use of X-rays, 
radioactive isotopes, ultrasonics and 
magnetic particles. Properly used in 
the hands of experienced personnel, 
they can raise the standards of re- 
liability and operating’ safety of 
finished products. 

Specialist consultants operating 
from independent laboratories can 
contribute much to these programs. 
Not only do they provide scientific 
and technical data, but can often give 
a more objective assessment of cri- 
teria than internal personnel who 
may be swayed by emotional pres- 
sures from sales staff or even top 
management itself. 


Product Development: The de- 


velopment of new products and pro- 
cesses through research provides the 
very life blood of industry. For ex- 
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ample, we have only to consider the 
tremendous growth of the nickel, 
aluminum, plastics and pharmaceut- 
ical industries to realize the import- 
ance of both fundamental and ap- 
plied research. Contract research or- 
ganizations offer Canadian industries 
a distinct service, particularly when 
the organization can provide the 
varied experience of a team of ex- 
perts. 


There are many aspects to the skil- 
ful development of new products: 
initial laboratory investigation, pro- 
cess development, engineering eco- 
nomics and market research, to 
mention a few. As the emphasis 
varies, the fully integrated research 
organization can bring into play the 
experience of specialists in the re- 
quired fields of investigation. Each 
aspect of product development is not 
dealt with as an isolated problem 
but one consistent with the establish- 
ed objectives. 


Construction Testing: Independent 
laboratories are also available for 
consultation on many and diverse 
construction problems where an inde- 
pendent opinion is desired. Owners, 
architects and consulting engineers 
may use such services to investigate 
soil conditions, foundation conditions, 
construction and design problems, 
sources and characteristics of con- 
struction materials, material specifica- 
tion and related matters. 


The cost of skilled engineering in- 
spection and materials testing repre- 
sents only a small proportion of the 
total cost of new construction. It is 
amply repaid in security resulting in 
savings of time and money by early 
discovery of faults which might cause 
serious delay of a whole project. 


Consultants and the Future 


Here is a thought for the large 
successful corporations: From the 
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peak there is only one way to go — 
downwards. It often requires more 
skill and effort to stay on top than 
it does to reach the top. Progress de- 
pends on improvements being con- 
tinuously made to the performance 
of management. With the size and 
complexity of business, and by the 
growth of scientific development, the 
corporations have to constantly study 
everything from transportation pat- 
terns to materials handling to the use 
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of new materials. These conditions 
have presented industry and business 
with entirely new problems. If we 
are to look to the future with con- 
fidence and be more effective and 
efficient, in spite of higher costs, it is 
upon such men as the professional 
consultants that we must increasing- 
ly rely. They must share the respon- 
sibility for progress, helping business 
and industry to accomplish new tasks 
and to do the old ones better. 


Two Approaches to Managerial Actions 


A managerial action stems from the desire or need to make changes in a 
setting in order to adapt it to some new purpose. These changes in the set- 
ting are introduced by developing or modifying some procedures. The man- 
ager’s reasoning, which underlies his approach, is conditioned by his point of 
view, his outlook and his indoctrination. Broadly speaking, the fundamental 
approaches may be classified into two diametrically opposed concepts. We 
may call these concepts the static and the operational. A manager indoctrin- 
ated in the static approach to management views all managerial actions as a 
matter of application of principle, concepts and techniques which stem from 
the ideal pattern of management. Some people tend to assume that, if they 
apply these logically, they will invariably produce the best result or yield the 
most appropriate solution to the problem. The “principle of straight-line flow” 
of work illustrates an example of this approach. Arrange for it, this principle 
implies, and the best and most efficient flow of work will be achieved. 


The operational approach, on the other hand, rests on the premise that 
the end-product or goal to be achieved is the paramount consideration in de- 
signing an organization, developing procedures, or directing operations. Man- 
agerial action is geared to the nature of the objective rather than oriented 
toward ideal patterns which may or may not fit. It further pre-supposes that 
each problem or situation has some elements that are unique and that each, 
therefore, must be evaluated in its own setting. This setting is ever-changing 
under the impact of managerial actions. This approach rejects the possibility 
of developing ideal patterns of solving managerial problems—patterns which 
invariably produce best or desired results. 

—F. A. Shull, Jr., “Selected Readings on Management”, 
R. D. Irwin Inc., New York, page 69 
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“FINANCIAL Reportinc In CANADA 
1959” 

“Financial Reporting in Canada’, 
as most of our readers know, is a re- 
port on the results of a survey of the 
financial statements of Canadian pub- 
lic companies made by the research 
staff of the C.I.C.A. The third edition 
of this survey, published late in 1959, 
covers the financial statements of 300 
Canadian companies for the four 
years from 1955 to 1958 inclusive. 

The publication consists of tables 
summarizing the practices followed 
by the surveyed companies in each of 
the years. The features summarized 
include accounting procedures, term- 
inology used, and methods of dis- 
closure. Each table is accompanied 
by comment pointing out such things 
as the recommendations of the Re- 
search Committee on the points 
covered, the trends indicated by the 
results and other highlights of the 
survey. These comments are actually 
self-explanatory, and for those who 
have read and studied the book itself 
no further comment is necessary. The 
volume itself, however, is rather 
lengthy, and some remarks may be of 
value to those who have not read it 
all carefully. 


General 

In the section entitled “general” 
the most significant item seems to be 
the report in table 1 to the effect that 
41% of companies surveyed still do 
not present any comparative figures. 
Only 56% of the companies surveyed 


actually give all statements in com- 
parative form, the remainder make 
some but not all the statements com- 
parative. 

The trend reflected by this table is, 
however, favourable, since in 1955 
over half of the companies reported 
only the current year. It is neverthe- 
less surprising that there is still such 
a large proportion of the surveyed 
companies in which the arguments in 
favour of comparative statements are 
ignored. This is especially surprising 
when it is considered that the extra 
cost of presenting this information 
would be negligible, and not even the 
most hidebound reactionary could 
claim to be benefiting his competitors 
by repeating in this year’s statements 
figures that are already in the public 
domain. 

Table 4 also reflects the tendency, 
all too common with Canadian com- 
panies, to avoid providing anything 
but the bare minimum of informa- 
tion. This table shows that only 45% 
of the companies surveyed supple- 
ment the information in the financial 
statements with charts or tables. 
About 25% of the companies provide 
comparative operating and financial 
statistics in addition to the state- 
ments. About the same proportion 
(although not necessarily the same 
companies) include a summary of the 
highlights of the year’s activities as 
well as a statement of source and ap- 
plication of funds. 

The comparatively small propor- 
tion of companies presenting this lat- 


328 











oF 


Ww 
' 


xp oS 


© G2 0 


aos 


oa 
n 


ts 





ACCOUNTING RESEARCH 


ter statement is particularly disap- 
pointing in view of the great impor- 
tance placed upon this analysis by 
most serious users of financial state- 
ments. While it is not difficult to 
make up approximations if the prior 
year’s figures are available, accurate 
calculations require information not 
usually shown in published state- 
ments. 


The Balance Sheet 


Each of the normal balance sheet 
items is dealt with separately, with 
the relevant information summarized 
in one or more tables. For only a 
few of the items does the information 
recorded appear to warrant comment 
here. In most cases the report only 
confirms that what is usually regard- 
ed as “generally accepted” practice is, 
in fact, most commonly followed. 


Marketable Securities 


Slightly more than half the com- 
panies surveyed show marketable 
securities on their balance sheets. The 
great bulk of these are carried in 
current assets, indicating that most 
consider them as temporary invest- 
ments of surplus funds. It is, there- 
fore, surprising to find that only 19% 
of the companies carrying such in- 
vestments in current assets show the 
market value. Most of the companies, 
in other words, fail to show the 
amount of cash which the securities 
actually represent at the balance 
sheet date. The presentation of this 
information is recommended by Bul- 
letin No. 14 (as by its predecessor, 
Bulletin No. 1). 


Inventories 

Anyone who has tried to analyze 
the activities of public companies 
using only the information given in 
the accounts will appreciate how dif- 
ficult it is to reach intelligent con- 
clusions regarding the company’s 
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manufacturing operations without 
knowing how much of the inventory 
figure represents raw materials, work 
in process, and finished goods. It is 
disheartening to see that only 12% of 
the surveyed companies give any 
breakdown of inventory at all and 
that this proportion has been decreas- 
ing over the four years covered by 
the survey. It must be admitted that 
not all of the companies surveyed are 
standard manufacturers, so that all of 
them will not have inventories in all 
three categories. The list of com- 
panies surveyed leads one to believe, 
however, that a substantial majority 
would have such inventories. 

On the other hand, it is pleasing to 
note that less than 2% of the com- 
panies fail to report the basis of in- 
ventory valuation. It is true that some 
of the descriptions used such as “cost 
or under”, “not more than cost”, “cost 
or lower’, “estimated, lower than 
cost”, or “at not more than the lower 
of cost or market” cannot be said to 
be very informative. These vague 
categories are not common, however, 
and it would appear that almost 88% 
of the descriptions clearly reflect the 
use of the generally accepted bases 
of valuation — “cost” or “lower of cost 
or market”. Assuming compliance 
with the recommendations of Bulletin 
No. 5 requiring disclosure of the 
method of determining cost where 
the “cost” differs from current cost, 
it appears that none of the survey 
companies is valuing inventories on 
the Lifo basis. 

The Committee on Accounting and 
Auditing Research issued Bulletin 
No. 7 in October 1951. In that bul- 
letin practitioners were reminded of 


‘the fact (pointed out in textbooks for 


years) that the inclusion in the bal- 
ance sheet of the words “as deter- 
mined and certified by the manage- 
ment”, or words of similar import, 
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does not relieve the auditor of 
responsibility with reference to the 
inventory. That bulletin also implied 
that these words did not really fulfil 
the requirement of the Companies 
Acts regarding the “basis of valua- 
tion adopted and the manner in 
which such value has been determin- 
ed in respect of various sub-divisions 
of the inventory”. Despite this 9-year- 
old opinion to the effect that neither 
the management nor the auditors 
gained anything from the practice, 
the traditional Canadian conservatism 
has retained such phrases in nearly 
one-third of the companies surveyed. 


Deferred Tax Credit 


This item is dealt with in “Finan- 
cial Reporting in Canada” under both 
the balance sheet and profit and loss 
statement. The two aspects of the 
subject are really inseparable and 
both will therefore be considered to- 
gether here. 

It appears from table 48 that 263 
of the companies surveyed show in 
their profit and loss accounts a pro- 
vision for income tax uncomplicated 
by other factors. The remainder of 
the survey companies show either no 
taxes payable or a provision affected 
by loss carry-forwards or carry- 
backs. Of those companies with an 
uncomplicated tax provision for the 
year, the table shows that 34 com- 
panies (13%) are treating the tax re- 
duction arising from excess capital 
cost allowances (or similar items) as 
applicable to future years, five have 
reduced the tax provision by appli- 
cation of a credit deferred in prior 
years, and one company not taxable 
because of excess capital cost al- 
lowances has carried the tax saving 
forward. It would appear from this 
that in 1958 a total of 40 companies 
were following the procedure which 
the committee recommended in Bul- 
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letin No. 10 as the preferable treat- 
ment, and were deferring to future 
years the income tax reductions aris- 
ing through claiming for tax purposes 
more capital cost allowance than the 
depreciation provided in the ac- 
counts. 


The table also reveals that in the 
same year 37 companies were follow- 
ing the alternative approved treat- 
ment and were showing the actual 
taxes payable in the profit and loss 
account, reporting the effect of excess 
capital cost allowances only in foot- 
notes. 


From the point of an advocate of 
the income tax allocation procedure 
this is a very disappointing showing. 
It is true that the 37 companies in- 
volved cannot be criticized for choos- 
ing the recognized footnote method, 
but it is nevertheless discouraging to 
find such a substantial number of 
companies whose officials have not 
been persuaded by either the numer- 
ous arguments advanced in favour 
of the deferred-credit technique or 
the example of the American Insti- 
tute’s unequivocal stand on the sub- 
ject. Even more disappointing is that 
the number of companies following 
the deferred-credit method appears 
to be remaining fairly constant, 
whereas the number using the foot- 
note procedure is increasing slightly. 


Most surprising, perhaps, is the rel- 
atively small number that appear to 
be affected by the problem at all. It 
is not, of course, possible to tell with 
any certainty whether or not those 
companies which do not deal with 
the question specifically have omitted 
it because of a feeling that neither of 
the procedures recommended in Bul- 
letin No. 10 is relevant or because 
there is no problem. It seems prob- 
able that most of the 150 companies 
which show a tax provision in line 
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with the reported profits before tax 
had no problem. It is even more pos- 
sible that in the 23 cases in which the 
tax provision is not in line with the 
profit reported that the difference is 
due to some permanent adjustment 
not requiring allocation. 


The fact that at least 50% of the 
companies reported show no income 
tax allocation and no discrepancy be- 
tween reported income and the tax 
thereon suggests that a very substan- 
tial number of companies are using 
the tax rates of capital cost allowance 
as the basis for their depreciation 
provisions. In view of the very liber- 
al rates allowed under this system, it 
seems unlikely these rates would be 
appropriate in more than a few cases. 
It seems to follow from this that the 
traditional over-provision for depre- 
ciation must be still very common 
despite the fact that book deprecia- 
tion is no longer tied to the tax al- 
lowances. 


Surplus and Reserves 


A number of points of interest are 
reflected in the tables dealing with 
the aspects of surplus and reserve 
presentation covered in Bulletins Nos. 
9 and 11. One of the major recom- 
mendations of Bulletin No. 11 was 
that all items of surplus should be 
segregated as to source so that the 
basic distinction between amounts 
arising from contributions and those 
representing retained earnings would 
be clearly apparent. Table 30 of the 
report shows that of the 116 compan- 
ies which showed more than one item 
of “true” surplus (excluding appraisal 
credits and other items improperly 
shown as “surplus”), only 32 showed 
this segregation clearly. A further 52 
distinguished between earned surplus 
and capital surplus. This distinction, 
however, can hardly be considered 
as conformity with the bulletin in 
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view of the strong recommendation 
made by the committee to the effect 
that the term “capital surplus” should 
be avoided “because of uncertainties 
as to its meaning”. 

The committee recognized, in con- 
nection with this latter point, that the 
use of the term “capital surplus” was 
required by some of the Companies 
Acts, and it suggested that, when 
such use was necessary, the item so 
named should be shown as a sub- 
division of the appropriate surplus 
category (normally earned surplus) 
with a sufficient description added to 
overcome the “uncertainties”. It is, 
unfortunately, not possible from the 
tables in the survey to discover what 
proportion of those using the term 
“capital surplus” with appropriate 
descriptions also managed to make it 
clear that this item was part of 
earned surplus. There are, however, 
only 30 companies which describe 
capital surplus as “arising on the pur- 
chase or redemption of preferred 
shares” so that the number conform- 
ing to the bulletin recommendations 
in every respect cannot be greater 
than this number. On the other hand, 
it seems that 63 companies clearly 
failed to conform to the bulletin’s rec- 
ommendations by referring to “capi- 
tal surplus” without qualification or 
by describing it in a way that indi- 
cated clearly that the term was used 
improperly. This represents nearly 
50% of the companies reporting more 
than one surplus item. 

Among the other surprising items 
classed as “surplus” are 24 items re- 
lating to consolidations, and 28 
credits arising from appraisals. There 
is, of course, one school of thought 


‘which holds that under some circum- 


stances a credit purchase discrepancy 
arising on consolidation may be in- 
cluded in shareholders’ equity so that 
the inclusion of such items in surplus 
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is not necessarily improper. In view 
of the stringency of the conditions 
usually considered to be required to 
justify treating this credit as a “pro- 
fit” to be included in equity, the 
number of these items does seem 
rather large, and the propriety of 
the treatment by current standards 
seems likely to be questionable in 
many cases. 

Table 13 dealing with “reserves” 
shows that 36 companies are still us- 
ing this term in places where it is 
considered inappropriate, i.e. for bad 
debts, depreciation and income taxes. 
This was substantially less than the 
122 in 1953, the year Bulletin No. 11 
was issued. The trend is, however, 
very favourable and shows a gratify- 
ing attempt at conformity with this 
recommendation of Bulletin No. 11. 


Some other features of the treat- 
ment of reserves are not quite so 
favourable. A total of 68 companies 
show “reserves” other than for bad 
debts, depreciation, or income taxes 
on the liability side of the balance 
sheet other than as part of share- 
holders’ equity. The items so treated 
include 26 reserves for contingencies, 
and these at least would seem to be 
invariably of the type of appropria- 
tion or provision which should not be 
shown as a liability. Some of the 
other reserves, on the other hand, ap- 
pear to be of the type that should 
properly be shown as liabilities and 
thus are improperly designated as 
“reserves”. The description of other 
reserves leaves doubt as to whether 
they are liabilities or appropriations 
of earned surplus and thus are sub- 
ject to criticism because of the un- 
certainty that is left in the mind of 
the reader in such cases. 

The general lack of conformity to 
the recommendations of Bulletin No. 
11 regarding reserves other than 
those relating to bad debts, deprecia- 
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tion and income tax is illustrated by 
the fact that only 44 companies in- 
clude “reserves” in shareholders’ 
equity compared with 68 which show 
them somewhere else. 


The Profit and Loss Statement 

Table 42 shows that 54% of the 
companies covered in the survey con- 
tinue to use the traditional name for 
this statement. A further 16% provide 
a statement of “income”, and the 
same proportion prefer the term 
“earnings”. “Income and expenditure” 
attracts only 9.4% (21 companies), 
and only 4% use other titles. 

The traditional reluctance of Cana- 
dian companies to reveal information 
about their activities is more obvious 
in this statement than anywhere else. 
Our laws, of course, require only a 
bare minimum of disclosure of profit 
and loss, and even Bulletin No. 14 
asks for only a few highlight figures. 
Under these circumstances it is per- 
haps not surprising that only 20% of 
the surveyed companies begin their 
statements of profit and loss with the 
sales or gross revenue figure. (A fur- 
ther 8% show it elsewhere.) This 
number is increasing at about 2% a 
year, which does not seem to be a 
satisfactory rate of progress when the 
difficulty of making any kind of in- 
telligent appraisal of the company’s 
activities without this figure is con- 
sidered. The usual argument that 
such information is so valuable to 
competitors that it must be hidden at 
all costs cannot really be seriously 
accepted now that American compan- 
ies have been giving this information 
in S.E.C. statements for 25 years 
without bringing about the collapse 
of the American economy. 


A further cause for complaint is 
the absence from most statements of 
any figure for cost of goods sold. The 
survey shows that in 55 of the 85 
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companies which show sales no 
figure for cost of goods sold is given. 

On the other items in profit and 
loss, the survey shows a fairly high 
degree of conformity with those items 
which the law and the bulletins re- 
quire to be set out separately. It is, 
of course, not possible to find out 
what unusual or non-recurring items 
should have been set out separately 
but were not. On the whole, however, 
it appears that the information is 
given fairly consistently and _ that, 
apart from the reluctance to divulge 
gross income figures, the Canadian 
statements are reasonably informative 
on such matters as amount of depre- 
ciation and similar non-cash charges, 
interest and other charges on funded 
debt, income from investments and 
the other special items required by 
statute or by Bulletin No. 14. 


Conclusion 
The report in general indicates a 
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fairly high degree of conformity to 
the requirements of the various Com- 
panies Acts and a slightly less gen- 
eral, but still fairly high, degree of 
conformity to the recommendations 
of the bulletins of the Committee on 
Accounting and Auditing Research. 
There is, however, a_ substantial 
group of non-conformists on each 
contentious matter on which the 
committee has made recommenda- 
tions. Since the committee has no 
power to compel conformity and, in 
fact, offers only its opinion on these 
subjects, failure to conform is not, in 
itself, wrong or even undesirable if 
it arises from a carefully reasoned 
rejection of the committee's argu- 
ments as set out in the bulletins. In 
many cases, however, it may be sus- 
pected that the lack of conformity is 
due more to carelessness or a stub- 
born refusal to change a long-stand- 
ing practice than to a carefully rea- 
soned dissent on a matter of principle. 


A REVISED STANDARD BANK CONFIRMATION FORM 


The standard bank confirmation 
form prepared by a joint committee 
of representatives of the Canadian 
Bankers Association and the C.I.C.A. 
Committee on Accounting and Audit- 
ing Research has been in widespread 
use for the past 15 years. While the 
general suitability of the form has 
been amply demonstrated during this 
period, from time to time the Re- 
search Committee has received sug- 
gestions for changes in the existing 
form. After review by the committee 
and representatives of the Canadian 
Bankers Association, a revised form 


has been approved which is now 


available from the C.I.C.A. 


There are some minor changes in 
format in the revised form, but the 


following changes in content will be 
of interest to our members: 

1. Space has been left (in section 4) 
for the auditor to request addi- 
tional information not provided 
for in the printed form. 

Overdrafts are specifically to be 
set out in section 1, dealing with 
bank balances, and not in other 
sections dealing with indebted- 
ness. 


bo 


3. At the request of the banks, the 


reference to “guarantees and en- 
dorsers” in the requirement of 
section 2 requesting information 
as to the nature of security lodged 
by the bank’s customer for in- 
debtedness to the bank has been 
eliminated and a request for the 
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details of “hypothecation of col- been requested as a separate sec- 
lections, assignment of specified tion and not as part of the re- 
accounts and payments under quest regarding open letters of 
contracts”, has been added. credit and_ relative collateral 
4. In addition to requesting informa- lodged by the customer. 
tion about contingent liabilities 6. The “cut out” on the top of the 
as endorser of notes discounted”, first page of the original form has 
a reference to “drawer of drafts heen eliminated. 
discounted” has been added. 
5. Information about securities held R. D. Tuomas, C.A. 
by the bank for its customer has Director of Research 


The Corporate Image and the Annual Report 


There is no document with a greater potential for affecting the corporate 
image of a company in the minds of people who are important to it than the 
annual report. This is top management's traditional accounting of its stew- 
ardship for the preceding year. The highest officials in the company, from the 
board chairman and president on down, almost always participate directly in 
its planning and preparation. Consequently, the report is regarded by stock- 
holders, financial writers, financial analysts and other important groups as a 
definite expression, not only of the company’s long and short-term accomplish- 
ments and objectives but also of its current corporate personality and char- 
acter. 

It should be borne in mind that this corporate personality is seldom, if 
ever, static. It is being continually affected by economic and political hap- 
penings at home and abroad, as well as by more immediate developments 
such as the acquisition of a subsidiary, the introduction of new products, 
changes in top management, the completion of a new plant, the challenge of 
a competitor and a host of other factors. The report should reflect these 


developments. 
—L. H. Bristol, “Developing the Corporate Image”, 
Charles Scribner’s Sons, New York, page 188 
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Tax Review 


But C-65 


Bill C-65, An Act to amend the 
Estate Tax Act, received Royal As- 
sent on July 7, 1960. The changes are 
as follows. 


Insurance Proceeds 

Effective in respect of any death 
occurring on or after July 7, 1960, 
insurance proceeds resulting from in- 
surance effected in the course of an 
office or employment will be included 
in the estate of a deceased employee 
as a death benefit if the proceeds are 
payable to any person other than the 
former employer. 


Prior to the date of enactment of 
this bill, insurance proceeds were to 
be included in the estate of a de- 
ceased only if he actually owned the 
policy or if it were owned by a cor- 
poration which he controlled. There 
was no specific provision to cover in- 
surance taken out by the employer 
where the proceeds were paid to the 
beneficiaries of the deceased’s estate, 
and the policy was owned neither by 
the deceased nor a corporation con- 
trolled by him. 

The new provision is somewhat 
broader than that envisaged by the 
budget resolution in that insurance 
proceeds payable to some third party 
other than members of the deceased’s 
family are included in aggregate net 


value and, in certain circumstances, - 


this could be inequitable. 


Annuity as Consideration 
Where property is disposed of as 
consideration for the purchase of an 
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annuity, it will be included in the 
estate of the deceased if the value of 
the property is in excess of the value 
of the annuity received therefor. Sec- 
tion 4(2) is amended to change the 
method of valuation, effective from 
July 7, 1960. The section now pro- 
vides that if the capitalized value of 
the annuity exceeds the capitalized 
value of an amount per annum equal 
to 5% of the value of the property, 
the amount of the consideration (that 
is, the amount not subject to estate 
tax) shall be the aggregate of the 
yearly amounts by which the actual 
payments exceed 5% of the value of 
the property, plus interest at 5% on 
the excess. This new method ignores 
standard life expectancies and bases 
the calculation upon the actual fig- 
ures from time of transfer to date of 
death. As before, if the capitalized 
value of the annuity is less than the 
capitalized value of an amount per 
annum equal to 5% of the value of 
the property, the consideration for 
disposal of the property is deemed to 
be nil and the full value of the 
property included in the estate of the 
deceased. This subsection applies 
even if the property was transferred 
more than three years prior to death 
but does not apply to annuity con- 
tracts entered into with a person 
whose business included the selling 
of annuities. 


Lapse 

A new subsection (4) is added to 
section 4, applicable where the de- 
ceased died after 1958, to prevent the 
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inclusion in aggregate net value of 
any property deemed to have been 
received by the deceased under a 
provincial statute or under any other 
legislation relating to wills or suc- 
cessions. The property to be excluded 
is that property comprised in a de- 
vise or bequest made to the deceased 
by a testator that, by virtue of a pro- 
vision against lapse contained in any 
applicable statute or law relating to 
wills or the succession to property of 
a testator, is regarded as having 
taken effect as though the deceased 
had died after the death of the test- 


ator. 


Debts 


Section 5 permits the deduction 
from aggregate net value of the value 
of “any debts incurred by the de- 
ceased”. A new subsection 2 clarifies 
the meaning of the term debt to in- 
clude “a debt or other obligation of 
the deceased that was created or im- 
posed by or under the authority of a 
statute which was outstanding im- 
mediately prior to his death”. This 
clears up a minor oversight since 
such a debt heretofore could not be 
considered as having necessarily been 
“incurred” by the deceased. This new 
provision is applicable in respect of 
any death occurring after 1958. 


Charitable Gifts 


The deduction from aggregate net 
value for gifts to charitable organiza- 
tions has been extended to include 
charitable foundations and the Can- 
ada Council. The amendment, applic- 
able in respect of a death occurring 
on or after July 7, 1960, also defines 
more precisely what constitutes a 
charitable organization in Canada 
and provides that such a gift must, 
in addition to being absolute, be in- 
defeasible (cannot be forfeited or 
done away with). 


Subsection (la) has also been 
added to section 7 to specify under 
what conditions a gift made subject 
to a power in favour of a person to 
appoint the particular recipient or a 
power in favour of a person to ap- 
propriate the gift may nevertheless 
qualify for deduction as a gift to a 
charitable organization or govern- 
ment. This new subsection is applic- 
able in respect of any death occurring 
after 1958. 


Situs 

The rules concerning the situs of 
shares are amended to provide that 
they will be located at the place 
where shares of that class may be 
transferred. Formerly, the situs was 
the place where shares of any class 
could be transferred. Added to sec- 
tion 9(8) is new paragraph (e) 
which provides that where no specific 
provision is made as to situs or 
where the situs cannot be identified 
with reasonable certainty, the prop- 
erty shall be deemed to be situated 
in the place where the deceased was 
domiciled at the time of his death. 
With respect to non-domiciliaries, the 
provision concerning the situs of 
money deposited by the deceased 
with an insurance company has been 
broadened somewhat by changing 
the term to “money deposited to the 
credit of the deceased”, so that money 
or insurance proceeds left on deposit 
by another person to the credit of 
the deceased will also be situated 
where the deceased was domiciled. 
These new provisions are applicable 
in respect of any death occurring on 
or after July 7, 1960. 


Revaluation of property 

A new section 15A is added to the 
Act, applicable in respect of any 
death occurring after 1958, to provide 
for the revaluation of certain prop- 
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erty if an event occurs within four 
years from the death of the deceased 
to reduce the value of that property. 
The property in question consists of 
an “income right, annuity, term of 
years, life or other similar estate or 
interest in expectancy” and is referred 
to as a “terminable interest”. If with- 
in four years of the deceased’s death, 
an event, such as the death of an an- 
nuitant, occurs which shortens the 
term of the “terminable interest”, 
application may be made to have the 
asset revalued and the estate re- 
assessed. In order to obtain a refund 
of tax, application must be made 
therefor in prescribed form within 
one year after the occurrence of the 
event which terminated the termin- 
able interest. Where this event oc- 
curred prior to July 7, 1960, applica- 
tion may be made at any time prior 
to July 7, 1961. 


$50,000 Exemption 

Although the Act previously im- 
plied that estates having an aggre- 
gate net value of $50,000 or less are 
not subject to tax, there was some 
doubt on this point. This has now 
been rectified by the addition of sec- 
tion 8(2) which explicitly provides 
for the exemption in the case of per- 
sons domiciled in Canada. 


Assessments 

The Act is amended to provide 
that a “nil assessment” constitutes 
an original assessment, to permit the 
taxpayer to waive the 4-year limita- 
tion, and to permit the Minister to 
re-assess after the four years if the 
taxpayer submits a notice of objec- 
tion. This change is similar to that 
made to the Income Tax Act this year 
on this point. 


Technical Changes 
The provisions of section 47 con- 
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cerning the transfer of property have 
been modified slightly in the interests 
of clarity. 

The provisions of section 42(3) re- 
quiring the sale of seized chattels are 
amended to permit the Minister to 
hold them for 30 days instead of the 
former ten days. Also, if the Minister 
orders, they need not be sold by 
public auction. 


BILL C-84 


Deferred Profit-Sharing Plans 

The Minister of Finance tabled 
Bill C-84 in the House of Commons 
on July 15, 1960. This bill proposes 
to add to the Income Tax Act a new 
section 79C to provide for deferred 
profit-sharing plans. As indicated by 
the Minister in his budget speech, no 
action will be taken on this bill in 
the 1960 session in order to give 
the public and interested organ- 
izations an opportunity to study the 
proposed legislation. The salient fea- 
tures of this bill follow, and any read- 
ers having comments or criticisms to 
make should do so before the end of 
the year so that the Minister may be 
apprised of the public’s reaction. 


Definition 

A “deferred profit-sharing plan” 
means a “profit-sharing plan” accept- 
ed by the Minister for registration. 
A “profit-sharing plan” is an arrange- 
ment under which payments com- 
puted by reference to his profits are 
made by an employer to a trustee in 
trust for the benefit of employees. 
Groups of companies or businesses 
may qualify for a single plan because 
the section includes corporations not 
dealing at arm’s length with the em- 
ployer and employees thereof. In 
order for the Minister to accept the 
plan, it must comply with all of the 
following provisions: 
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a) The plan must provide that each 
payment by the employer be iden- 
tifiable as so much for each em- 
ployee. 

b) The plan may not provide for the 
payment of any amount to an em- 
ployee before the death of the 
employee, the retirement or with- 
drawal of the employee or the 
winding-up of the plan, except for 
reasonable cause. (No indication 
is given as to what might consti- 
tute reasonable cause. It is fur- 
ther provided that the plan cannot 
allow the making of loans to em- 
ployees or beneficiaries. ) 

c) The plan must provide that no 
funds of the trust are to be in- 
vested in notes, bonds, debentures 
or similar obligations of the em- 
ployer or a corporation with 
whom the employer does not deal 
at arm’s length, or in shares 
of a corporation if 50% or 
more of its property consists of 
such obligations of the employer 
or a corporation with whom the 
employer does not deal at arm’s 
length. (It would appear that 
these restrictions are intended to 
prevent a double deduction from 
income of an employer by way of 
contributions to a plan and inter- 
est charges on the re-investment 
of the contributions in interest- 
bearing obligations of the em- 
ployer. ) 

d) The plan must include a provision 
stipulating that no right or in- 
terest of an employee or benefi- 
ciary is capable of surrender or 
assignment. 

e) The plan must provide that each 
of the trustees shall be resident in 
Canada. 


If the plan is accepted for registra- 
tion, no tax will be payable by the 
trust on the income which it receives. 
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Employer’s Contributions 

Contributions by employers to a 
deferred profit-sharing plan will be 
deductible for income tax purposes 
if made in the year or within 120 
days after the end of the fiscal year, 
up to a stipulated maximum per em- 
ployee. The maximum deduction in 
respect of each employee is the lesser 
of the amount paid for that employee 
or $1,500 minus deductible contribu- 
tions to a registered pension plan in 
respect of the employee. It will thus 
be seen that deferred profit-sharing 
plans supplement registered pension 
plans, since the combined contribu- 
tions may not exceed $1,500. 


Where an employee works for two 
corporations who do not deal with 
each other at arm’s length, only one 
of the corporations may claim the 
deduction. If the corporations can- 
not agree as to who shall be entitled 
to the deduction, none may be claim- 
ed by either corporation. 


Receipts by Employees 

A beneficiary of a deferred profit- 
sharing plan will include in income 
each amount received by him in the 
year from the trustee. However, he 
may deduct from his income such 
amounts as he then contributes to a 
registered pension plan or register- 
ed retirement savings plan within the 
limits provided for in section 11(1) 
(u). In the case of a lump sum pay- 
ment out of a deferred profit-sharing 
plan upon the death, withdrawal or 
retirement from employment of an 
employee, the recipient may elect to 
pay tax on the payment, or on such 
portion as is not absorbed by section 
11(1)(u), at the average rate of tax 
for the last three years as provided 
by section 36. The new provisions 
of the Act concerning the deduction 
in respect of estate taxes or succes- 
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sion duties paid upon such a benefit 

will also be applicable. 

Where an amount is received from 

a trustee in the year, the following 

may be deducted therefrom in order 

to ascertain the amounts to be in- 
cluded in income: 

(i) amounts contributed by the em- 
ployee to the plan or to the plan 
when it was not a deferred profit- 
sharing plan but an ordinary 
profit-sharing plan plus the 
amounts included in the em- 
ployee’s income in _ previous 
years by virtue of section 79, 
minus 

(ii) each amount received by the 
employee or other beneficiary in 
a previous taxation year that 
was not included in income. 

In other words, employees will not 

be taxed on receipts out of contribu- 

tions that they have made themselves 
or upon amounts on which they have 
already paid tax by virtue of section 

79. 


Appropriation of Trust Property 


Where funds or property of a de- 
ferred profit-sharing plan have been 
appropriated by the employer in any 
manner whatsoever, the amount so 
appropriated will be included in his 
income. This provision does not apply 
if the funds appropriated are in pay- 
ment for shares of the employer cor- 
poration purchased by the trust or if 
the appropriated funds are repaid to 
the trust within one year from the 
end of the taxation year in which the 
appropriation occurred and was not 
part of a series of appropriations and 


repayments. 


Revocation of Plan 


Where a plan has not been com- 
plied with or where the plan has 
been revised or amended so that it 
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does not comply with the provisions 
or is not acceptable to the Minister, 
the plan will be revoked. Where this 
occurs, the employer will not be en- 
titled to claim a deduction for pay- 
ments to the plan and the trustee will 
not be exempt from tax. The plan 
would still be regarded as a deferred 
profit-sharing plan however, with re- 
spect to funds or property received 
by an employee or the employer. 


Comment 

This legislation appears to be de- 
sirable and equitable. It is well 
drafted and easy to understand, but 
whether loopholes will be discovered 
on closer examination remains to be 
seen. 


It is obvious that deferred profit- 
sharing plans are intended to supple- 
ment or substitute for registered pen- 
sion plans as evidenced by the deduc- 
tions that may be claimed by the em- 
ployer. A major difference between 
the two plans seems to be the lack 
of any provision for deduction of 
contributions made by an employee 
to a deferred profit-sharing plan. In 
a case where that plan is a substitu- 
tion for a registered pension plan, it 
would seem that some provision 
could be made whereby employees 
could contribute to supplement their 
participation with a corresponding 
deduction up to a maximum for each 
year. 

An observation that is apparent on 
first review concerns the limitation on 
the deduction allowed to employers. 
As the provisions now stand, an em- 
ployer may only deduct, in respect of 
each employee, an amount equal to 
$1,500 minus amounts contributed to 
a registered pension plan on behalf 


‘ of that employee. Although plans 


will qualify if they provide for pay- 
ments out of profits as distinct from 
a fixed percentage of profits, this may 
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not strike the employer with fluctu- excess of $1,500 where these pay- 
ating income as entirely satisfactory. ments or contributions make up a 
It is appreciated that a limit must be series of lean years when profits 
placed upon the contributions, but were low or non-existent. 

it is submitted that a deduction Comments from readers would be 
should be allowed for payments in welcome. 


Measuring Depreciation 


One of the most controversial developments in accounting is the effort 
to deal with the limitations of periodic income determinations by the adopt- 
ion of some accounting policy designed to exert a stabilizing influence. This 
development dates back some distance in accounting thinking and practice 
. . . [and] has a number of manifestations. One is the “fat-year, lean- 
year” depreciation doctrine. Under this doctrine, in its extreme form, depre- 
ciation is conceived as an elastic cost which varies with operating net, and 
hence may properly be adjusted for the purpose of minimizing the fluctua- 
tions in such net. It obtains some support from the familiar conception of 
plant assets as a limited stock of services to be rendered. If this conception is 
sound, it follows — it may be argued — that when plant is temporarily idle 
there is no depreciation, as no services are being requisitioned, and that 
when plant is being operated either at subnormal or supernormal capacity 
the depreciation charge should be correspondingly contracted or expanded to 
match the changing flow of productive service. This line of argument is 
plausible and may be given a limited endorsement. It should be pointed out, 
however, that there is a marked difference between a thoroughgoing output 
or activity method of spreading depreciation cost and a manipulation of 
depreciation designed to bring about a desired effect upon net income. With 
a production method of apportionment, depreciation is being objectively de- 
termined without regard to final effect upon the showing of profits; under 
the fat-year, lean-year policy, as commonly applied, an important cost is 
being gauged by reference to a conclusion which itself is supposed to re- 
sult from the process of matching revenue and cost. And there would seem 
to be little propriety in any practice in which effect is employed to deter- 
mine cause. It should also be noted that there is a great difference between 
the spreading of the depreciation of relatively short-lived plant assets in 
terms of seasonal and other short fluctuations (as, for example, the writing off 
of an airplane motor in terms of flying hours) and a policy which seeks to 
smooth the recorded path of the enterprise through the uncertain ups and 
downs of the business cycle. When depression has reduced plant activity to 
50% of so-called average or normal output, for example, it is not at all reason- 
able to conclude that the expiration of the potential store of plant services 
is similarly reduced. In many cases physical decay is not proportionately 
arrested with declining activity. More important is the fact that limited life 
is often largely the result of obsolescence and related factors, and there is 
little evidence that the effect of such factors is modified by falling or rising 
output. 


—W. A. Paton, “Recent and Prospective Developments 
in Accounting Theory”, page 115 
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Current Reading 


BY PETER C. BRIANT, PH.D., C.A. 





_ MAGAZINE ARTICLES 
OPERATIONS RESEARCH 


“OPERATIONS RESEARCH APPLIED TO 
Business PropteMs” by David B. 
Hertz. The New York Certified Pub- 
lic Accountant. August 1960, pages 
29-537. 


It is axiomatic that accountants are 
concemed with projections of future 
revenues and costs. But whereas 
accountants base their projections on 
assumptions provided by manage- 
ment, operations researchers study 
and analyze the revenues and costs 
which are likely to result from var- 
ious alternative decisions in uncer- 
tain or complex business situations. 
From an understanding of the de- 
cision alternatives and the logical re- 
lations among the factors inherent in 
the specific problem, information 
systems are developed which will 
give management useful bases for 
choosing among specific alternatives. 
Operations research does not manage 
or replace the businessman’s judg- 
ment, but only establishes the rele- 
vant facts in a logical manner. 

This article describes the areas in 
which all business managers require 
information, and shows how opera- 
tions research provides the oppor- 
tunity to make better decisions. The 
areas cited by the author include 
long-range forecasting, short-range 
forecasting, cost determination and 
cost analyses, the balancing of re- 
sources and facilities, activity se- 
quencing and resource acquisition. 


Linking all of these, he says, is the 
evaluation of performance in terms 
of objective standards. 

The work in these areas, he con- 
tinues, cannot be done in a vacuum 
or by any one approach. According 
to Hertz, there must be joint efforts 
of executives, accountants, methods 
and procedures personnel, data pro- 
cessors and operations researchers, if 
the tasks which can be accomplished 
are actually to be accomplished. 

For accountants interested in oper- 
ations research, he submits two case 
studies in problem areas related to 
accounting. The first describes the 
use of statistical methods in provid- 
ing balanced inventories in a complex 
production-distribution system. The 
second outlines some ways of utiliz- 
ing mathematical methods in cost 
determination and analysis. 


BOOK REVIEWS 
“Principles of Business Organization 
and Operation” (3rd ed.), by W. R. ~ 
Spriegel in collaboration with E. C. 
Davies; published by Prentice-Hall, 
Inc., Englewood Cliffs, N.J.; 592 
pages; $10.60. 

The author states the objective of 
this book in the preface as follows: 


“This book strives to preserve the 
approach to the business process 
through a description of organizing 
to achieve the goals of business.” 
* . business is examined as a 
dynamic process ever striving for 
balance but never quite reaching it.” 
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The author’s thesis throughout is 
that business management is a science 
rather than an art, and he draws 
heavily on the theories and opinions 
of the father of scientific manage- 
ment, Frederick W. Taylor. The book 
is a “macro” study of business organ- 
izations — i.e. the business is not 
viewed as a specific individual unit, 
(the “micro” or case method) but is 
studied as a group of broad function- 
al areas, such as production, finance 
and distribution, which are common 
to all businesses. The author’s method 
is to describe the various parts of the 
business organism, outlining how 
these parts relate within the business 
unit itself and how the business unit 
functions in the whole U.S. economic 
system. 


The book is in ten major sections, 
one covering each of the major fields 
of business activity: an introduction 
on business culture, business and 
society, ownership and organization, 
initiation of an organization, the fin- 
ancial function, the manufacturing 
function, the distribution function, 
the personnel function, facilitating 
and supporting functions, controls, 
summary (ethics and the coordinat- 
ing role of management). On the 
average, the author uses 50 pages to 
devote to each section, and as a re- 
sult the treatment must be cursory. 


Nevertheless, the book has many 
strengths. Unquestionably the best 
section is the personnel function, in 
which the author (whose background 
is in the industrial relations field) 
very successfully lays out an excel- 
lent summary of the principles and 
routine involved in hiring, testing, 
training, appraising and compensat- 
ing employees. 

The bibliography contains an ex- 
cellent list of over 250 books listed 
under the various sectional headings. 
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Questions covering the material on 
each of the 36 chapters are presented 
at the back of the text, and while 
these are not particularly incisive, 
they give some direction for studying 
the material in the chapters. There 
are also some very good discussions 
throughout the book on various basic 
economic principles, such as supply 
and demand, pricing, and principles 
of money and banking. In addition 
to giving perspective, these refer- 
ences enable the reader to relate his 
studies of economics directly to his 
study of business. 

The major weaknesses are those in- 
herent in most texts which purport to 
survey the whole field of business: a 
very greet deal of information must 
be crammed into a few pages. Many 
facts and statements must be made 
which ordinarily require explanation 
and elaboration but, because of space 
problems, must be listed as rules and 
principles. The author does not at- 
tempt to make this a management- 
oriented text which discusses the use 
of the principles presented. He re- 
tains his original objective of present- 
ing information and describing facts. 
The writing style is pedantic and 
methodical, and very few statements 
are controversial or contentious. As a 
result, it is difficult to keep interested 
in some of the material. Certain sec- 
tions such as those dealing with pro- 
duction and purchasing are repetit- 
ious, while other aspects, such as the 
treatment of the importance and 
problems of corporate taxation, are 
quite superficial. 

On the whole, this is a good book 
and fulfils the author’s objective of 
describing certain functions of the 
business enterprise. It is written 
about the U.S. business environment, 
and many sections such as legal con- 
trols do not apply to Canada. It will 
add little to the knowledge and in- 
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formation of the qualified financial 
man on the subjects of finance and 
accounting, but may add immeasur- 
ably to his understanding of the 
other functions of business and the 
economic and social environment in 
which business operates. This would 
be a good reference book for an in- 
troductory course on business ad- 
ministration or for the business or 
professional man who wishes to en- 
large or refresh his understanding of 
the various functions of a business 
enterprise. 

SAMUEL A. Martin, C.A. 

University of Western Ontario 

London, Ontario 


“Budgetary Control — Standard 
Costing and Factory Administration” 
(2nd ed.), by S. R. Cave; published by 
Gee & Co. (Pub.) Ltd., London; 211 
pages; 28/— 


The post-war transition from a sel- 
ler’s to a buyer’s market, combined 
with a sharp increase in the costs of 
labour and materials, has forced man- 
agement at all levels to exercise 
stringent controls over expenditures 
and costs. 


This book describes in compar- 
atively simple language a system of 
expense and cost control through the 
use of budgets fer a typical manu- 
facturing enterprise. It is divided 
into three parts: (1) organization and 
functions of the various departments 
of a factory; (2) control over expend- 
itures and costing of labour, mater- 
ials and overheads; (3) sales and 
capital expenditure budgets. 


The author stresses the role of the 
accountant as a member of the man- 
agement team. He is responsible for 
the reporting of necessary informa- 
tion to all executives to assist them in 
running their departments effectively 


and economically. To do this, he must 
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understand the manufacturing pro- 
cesses sufficiently well in order to in- 
terpret the results of operations to 
other members of the management 
team. 

The book provides interesting read- 
ing for both the accounting student 
and the operating executive at the 
junior level. 

C. F. WELLtsTEapD, C.A. 
Montreal, Quebec 


“Canadian Hospital Accounting Man- 
ual” (2nd ed.); published by Canadian 
Hospital Association, Toronto, Ont.; 
211 pages; $5.00. 

In an effort to keep hospital ac- 
counting abreast of modern times and 
to meet the more stringent require- 
ments of federal and provincial au- 
thorities under government-sponsor- 
ed hospital insurance plans, a second 
edition of the Canadian Hospital Ac- 
counting Manual (C.H.A.M.) has 
been prepared. This work was un- 
dertaken by a committee under the 
chairmanship of Walter B. Dick, 
C.A., of Moncton, New Brunswick. 
Mr. Dick represented the auditor in 
public practice, while other members 
of the committee represented the ac- 
counting interests of the Canadian 
Hospital Association, the federal 
government and the provincial gov- 
ernments across Canada. 

With the increase of government- 
sponsored hospital insurance plans, 
standardization of hospital accounts 
and financial statements is increas- 
ingly important and indeed necessary 
if all government forms are to be 
completed for use on a comparative 
basis. The new edition of C.H.A.M. 
has been made available for refer- 
ence, and as the basis for the ac- 
counting system in all hospitals, large 
or small. Particular emphasis is 
placed on small institutions, which 
must now maintain their accounting 
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and statistical records on a complete 
and comprehensive basis. 

Increasing complexities in the oper- 
ation of hospitals demand more ef- 
ficient administration, which, in turn, 
calls for a high standard of account- 
ing. Every hospital and every public 
accountant involved in the auditing 
or accounting for institutions should 
have a copy of this manual, as well as 
of the appplicable provincial legisla- 
tion. 

H. A. Crewson, C.A. 
Winnipeg, Manitoba 


“Handbook on Canadian Company 
Law” (5th ed.), by Fraser and Stew- 
art; published by The Carswell Co. 
Ltd., Toronto; 543 pages; $13.50. 


The advertising that announces this 
text states that it contains in 
broad outline the laws applicable to 
companies incorporated under the 
Dominion Companies Act and the 
corresponding Acts of the ten prov- 
inces. This is a fair summary of the 
material covered. The author and his 
associates have taken various topics, 
e.g. Directors, made certain general 
comments on the subject, and ab- 
stracted the relevant statutory pro- 
visions. Under the chapter on Direct- 
ors, there are headings dealing with 
“Dominion”, “Manitoba”, “New 
Brunswick”, “Ontario”, “Prince Ed- 
ward Island”, “Quebec” and so on. 
In each case, the provincial law is 
summarized in about a page. The 
same pattern is followed in other 
parts of the book. 

This book is particularly helpful in 
those cases where the busy practition- 
er wants to find a ready answer to a 
straight-forward question. For ex- 


ample, what is the Saskatchewan 
law in respect of qualifications of 
directors? Must an extra-provincial 
company carrying on business in On- 
tario register or obtain a licence in 
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that province? On the other hand, the 
book does not purport to deal with 
technical questions arising out of an 
interpretation of the applicable stat- 
utes. For example, does any Cana- 
dian jurisdiction allow a corporation 
to operate with only one director? 
What is the difference between a 
conversion and an _ exchange of 
shares? The material does not refer 
to this type of problem. 

Included in the book are a number 
of forms. In most instances these are 
suitable for use by _ corporations 
created by letters patent. 

The chief weakness in this text is 
referred to by the author himself. 
The material could not give effect to 
all Companies Acts amendments 
made in the early part of 1960. In 
some cases, these amendments have 
been both topical and substantial. 
For this reason, the reader is advised 
to take the usual precaution of sup- 
plementing the published material 
with up-to-date information on cur- 
rent amending legislation. 

R. LorrMark, C.A. 
University of British Columbia 
Vancouver, B.C. 


“Incorporation and Income Tax in 
Canada” by Gordon W. Riehl; pub- 
lished by CCH Canadian Limited, 
Toronto and Montreal; June 1960; 
34 pages. 

This booklet, by a chartered ac- 
countant, analyzes the implications 
of the Income Tax Act on corpora- 
tions as compared to individuals. It 
is designed to be of particular in- 
terest to the owners and advisors of 
small and medium-sized businesses. 

The author recognizes that there 
are no ready rules of universal ap- 
plication which can be used to de- 
termine automatically the tax advant- 
ages or disadvantages of incorpora- 
tion. But he shows how each case can 
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take into account, when pertinent, 
such matters as the expected pattern 
of future earnings; plans relating to 
expansion, succession, family partici- 
pation and tax-free benefits; and the 
influence of possible non-arm’s length 
transactions. 

Also included in this study is what 
the author calls “an analysis of the 
effects of the income tax rates”. On 
the basis of this statement, this re- 
viewer expected to find somewhere 
within the 34 pages a discussion of 
the effects of taxation on incentives 
to work, save, invest and take risks. 
For this is what students of public 
finance mean when they talk of the 
“effects” of a tax. It appears, however, 
that Mr. Riehl uses the term to refer 
to the variation of salary, dividends 
and tax-paid undistributed income to 
minimize the total individual and 
corporate tax burden. In other words, 
he is concerned not with the effects of 
tax rates, but with minimizing the 
total effective tax rate. 

Mr. Riehl’s misuse of accepted ter- 
minology is unfortunate because it 
casts a shadow over the rest of his 
study. But accountants who are not 
disturbed by terminological impre- 
cision will find this a valuable refer- 
ence to have on their bookshelf. 

—P.C. B. 


BOOKS RECEIVED 
“CCH Canadian Income Tax Regulations” 
(19th ed.), published by CCH Canadian 
Ltd., Toronto; 147 pages; $2.00. 

This book contains the full text of the 
official regulations issued under the Cana- 
dian Income Tax Act with all amendments 
to July 1, 1960, consolidated. A feature of 
the book is its comprehensive topical index. 
“CCH Estate Tax Act, 1960”; published by 


CCH Canadian Ltd., Toronto; 68 pages; 
$1.50. 


The text of the Estate Tax Act is set out 
with the amendments (consolidated ) which 
were passed on July 7, 1960. A detailed 
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topical index is of invaluable assistance for 
easy reference. 


“Inflation: Its Causes and Cures” by Gott- 
fried Haberler, published and distributed 
by the American Enterprise Association, 
Washington, D.C.; June, 1960; 85 pages. 

Inflation has been chronic in the United 
States since the beginning of World War 
II. This is among the conclusions of econ- 
omist Gottfried Haberler in this study of 
the causes and cures of inflation. 


Professor Haberler refers to inflation as 
a condition of rising prices and points out 
that an average price rise of 2% or 3% a 
year, if continued for several years, cannot 
be called negligible. This is overlooked, he 
says, by those who argue that inflation in 
recent years has not been severe by histor- 
ical standards. The price rise since World 
War II has been a serious matter, in his 
view, because there have been practically 
no reversals in the upward price trend and 
only short periods of stable prices. 

In discussing the postwar inflation in the 
United States, the author cites a number 
of powerful factors which have operated to 
keep aggregate demand rising during the 
postwar period, including a huge govern- 
ment budget, large welfare establishment, 
high, though fluctuating, levels of private 
investment, and a firm resolve to maintain 
full employment as a government policy. 
He insists, however, that it is not enough 
to point to “pent-up demand” by govern- 
ments and private producers and consumers 
as the cause of the postwar inflation. These 
forces, he claims, could not produce in- 
flation but only high interest rates and 
tight money, unless the quantity of money 
were continuously increased. Even the 
piled-up liquidity inherited from war and 
depression, insofar as it consisted of govern- 
ment securities, could be turned into ef- 
fective demand only because the federal 
reserve stood ready to “monetize the debt”. 
Only excess balances of currency and bank 
deposits can be spent directly without a 
helping hand from the central bank. Ac- 
cording to Haberler, this source could not 
have sustained inflation for long. Moreover, 
he says, the activation of idle currency and 
deposits could have been counteracted by 
central bank policy. 
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In discussing economic growth and in- 
flation, Professor Haberler comments that 
many prominent economists have linked 
inflation and growth, and have pictured 
inflation in one form or another as a help 
and even a principal condition of growth. 
The author, however, believes that the 
avoidance of chronic inflation is a necessary 
condition for maximum growth. Of great 
importance, he feels, is the fact that it is 
by no means the most vigorous cyclical ex- 
pansions that are associated with the 
largest price rises. He refers to studies 
which show that the late decades of the 
19th century, in which occurred some of 
the most rapid economic growth in the 
western countries, also were periods during 
which prices were generally falling. 


“Wall Street 20th Century”, sponsored by 
The Investment Association of New York; 
194 pages; no charge. 

This volume, first published by the Yale 
Daily News in 1955, has been revised and 
enlarged by the Investment Association of 
New York. Copies are available without 
charge to students and professors of 
economics and finance, trainees in financial 
institutions, and libraries serving the general 
public. 
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It is a collection of 40 articles and essays 
by recognized authorities in all fields of 
banking, economics and finance. The range 
of topics is too extensive to permit sum- 
marization here. Covering, as it does, 
economics, finance, Wall Street as an in- 
stitution, investment banking, security an- 
alysis, the role of the money managers, and 
the operation of the stock market, it is, 
perhaps, the most complete work available 
in the field. 

This survey of the financial world’s oper- 
ations and the specific role of Wall Street 
in the American economy should be 
acquired by all who are interested in bank- 
ing and finance. 


Publishers’ Addresses 


CCH Canadian Ltd., 1200 Lawrence Ave. 
W., Toronto 19, Ont. 


American Enterprise Association, 1012 14th 
St. N.W., Washington 5, D.C. 


Prentice-Hall Inc., Englewood Cliffs, N.J. 

Gee & Co. (Pub.) Ltd., 27-28 Basinghall 
St., London E.C, 2, Eng. 

Canadian Hospital Association, 25 Imperial 
St., Toronto 7, Ont. 

The Carswell Co. Ltd., 145 Adelaide St. 
W., Toronto 1, Ont. 




















Freshening the Point of View 


Many of the major breakthroughs in science, production, sales and finance 
have been the result of a restatement of a problem or goal. For example, if 
you speak of “dust” as a fluid rather than as a solid, it opens up the possibility 
of pumping it through pipes instead of shoveling it into cars or trucks. If 
you speak of return on investment rather than profits, among other things it 
can allow you to discover unprofitable sales. When General Foods began 
thinking of their product “Minute Rice” as a vegetable in addition to regard- 
ing it as a dessert, they opened up a large new market. When a bank begins 
to think of “money” as inventory rather than as an asset, it can then use in- 
ventory control techniques to increase its turnover of money. 

—J. T. McCay, “The Management of Time”, Prentice-Hall Inc., 
Englewood Cliffs, N.J., page 100 
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Canadians were planning to save $500,000,000 through Investors certificates. 
A BALANCED MUTUAL FUND 

ve. Investors Mutual of Canada Ltd. emphasizes reasonable income, stability and 
capital gain potential through a portfolio of more than 100 securities including 

{th common stocks, preferred stocks and bonds. Investors Mutual is Canada’s 
largest mutual fund with growing assets nearing $200,000,000. 
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GROUP PENSION PLANS 

With Investors Trust Company, Investors Syndicate has complete facilities 
for the installation, administration and investment management of trusteed 
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CHARTRE, SAMSON, BEAUVAIS, BELAIR, 
COTE, MARCEAU ET ASSOCIES 


and 
E.H. KNIGHT & C0. 


Chartered Accountants 


wish to announce the retirement of 


Messrs. Maurice Chartre, A. Emile Beauvais, 
and Gerard Marceau 


and that 


Messrs. Maurice Samson, Lucien P. Belair, E. H. Knight, Leon 
Coté, Jean Lacroix, Lionel Roussin, Hensley Bourgouin, Dol- 
lard Huot, Raymond Fortier, Albert Garneau, Percy Auger 


will continue the practice of their profession 
under the names of 


SAMSON, BELAIR, COTE, LACROIX ET 
ASSOCIES 


and 


EH. KNIGHT & CO. 
Chartered Accountants 
with offices at 
MONTREAL — QUEBEC — RIMOUSKI 


Messrs. Maurice Chartré, A. Emile Beauvais and Gerard 
Marceau have been retained as Consultants 





Inventory Blank, per 50 of either .. $1.00 
on Blank, per 100 of either.. $2.00 
ee Available in English or French 
Liability Ss Sta wildy. 
Certificates Postage or capveme collest 
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NEWS OF 


MEMBERS 





Alberta 

E. R. Christiansen, C.A. has been ap- 
pointed office manager of Rempel-Trail 
Transportation Ltd., Edmonton. 

A. J. Maruca, C.A. has been appointed 
controller of Johnston Testers Inc., Houston, 
Texas. 

Clarkson, Gordon & Co., Chartered Ac- 
countants, and Harvey, Morrison & Co., 
Chartered Accountants, announce that their 
practices have been merged and are being 
carried on in Calgary under the name of 
Clarkson, Gordon & Co., Chartered Account- 
ants, with M. G. Graves, C.A., D. A. Mc- 
Gregor, C.A., W. Macintosh, C.A., J. M. 
Rooney, C.A., T. Sheeres, C.A., and K. J. 
Morrison, C.A., W. H. Nield, C.A., G. H. 
Jarman, C.A. and A. D. Stewart, C.A. as 
partners in the firm resident in Calgary. 
I. M. Acorn, C.A. and G. H. Carney, C.A. 
are joining the firm as managers. 


British Columbia 


Rickard, Crawford & Co., Chartered Ac- 
countants, announce the opening of an of- 
fice for the practice of their profession at 
4695A Marine Ave., Westview. 

W. D. Sproule, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 6672 Main St., Vancouver 15. 

C. B. Kellett, C.A. announces the admis- 
sion to partnership of C. A. Sabiston, C.A. 
Henceforth the practice of their profession 
will be conducted under the firm name of 
Kellett & Sabiston, Chartered Accountants, 
with offices at 1343-4th Ave., Prince 
George. 


Manitoba 


J. H. Bennett, C.A. has been appointed 
assistant comptroller of Great-West Life 
Assurance Co., Winnipeg. 


Ontario 


Ben Gotlib, C.A. announces the opening 
of an office for the practice of his profession 
at 15 Amos Cr., Downsview. 

Chagnon & MacGillivray, Chartered Ac- 
countants, 36 James St. S., Hamilton, an- 
nounce a change in firm name to Chagnon, 
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MacGillivray & Co., Chartered Accountants, 
and the admission to partnership in their 
Hamilton office of P. D. Green, C.A. 

R. J. Rooks, C.A. has been appointed 
assistant treasurer of Purolator Products 
(Canada) Ltd., Toronto. Mr. Rooks has 
been office manager of the firm since April 
1959. 

Gerald Jenkins, C.A. announces the re- 
moval of his office to 190-192 Somerset St. 
W., Ottawa 4. 

Marsh, Goulding & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 1969 Weston Rd., Weston. 

G. N. Ross & Co., Chartered Accountants, 
101 Cedar St. S., Timmins, announce a 
change in firm name to Ross, Pope & Co., 
Chartered Accountants. 

V. R. Shapiro, C.A. announces the re- 
moval of his office to 11 Alexis Blvd., 
Downsview. 


Quebec 

J. G. Wyllie, C.A. has been appointed 
vice-president, finance, of St. Lawrence 
Corp. Ltd., Montreal. 

Georges Lafontaine, C.A. annonce le dé- 
ménagement de son bureau a 7070 Chemin 
de la Céte des Neiges, Montréal 16. 


Saskatchewan 

J. D. W. Blyth, C.A. has been appointed 
vice-president of Canadian Breweries Ltd. 

D. W. Jensen, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 37, 13th St. E., Prince Albert. 

Riddell, Stead, Graham & Hutchison, 
Chartered Accountants, and T. E. Robinson 
& Co., Chartered Accountants, announce the 
removal of their Regina office to 303 Finan- 
cial Bldg., Regina. 


OBITUARIES 


We regret to announce the death of the 
following members: 


IAN SCOTT STEEL — died suddenly at 
Portland, Maine on July 27, 1960 at the age 
of 24. He was associated with Henry Bar- 
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ber, Mapp & Mapp, Chartered Accountants, 
Toronto, and with Thorne, Mulholland, 
Howson & McPherson after the merging of 
the two firms. He became a member of the 
Ontario Institute in 1959. He took an active 
part in the life and work of St. James’s 
Presbyterian Church, Toronto and at the 
time of his death was an elder and also the 
treasurer of the congregation. 


NORMAN E. FLETCHER — suddenly at 
Galiano Island, B.C., on June 8, 1960, in 
his 76th year. Educated in Quebec City, Mr. 
Fletcher was a captain in World War I. He 
was admitted to membership in the Quebec 
Institute in 1923. Until his retirement in 
1958, he was a partner in Fletcher, Marshall 
& Abbott, Chartered Accountants, Montreal. 


THEODORE RONIS — died on June 11, 
1960, in Montreal, at the age of 33. Mr. 
Ronis was admitted to membership in the 
Quebec Institute in 1951. At the time of 
his death, he was a partner in the firm of 
Schwartz, Ronis & Co., Chartered Account- 
ants, Montreal. 


FRANK T. GEROW -— died in May 1960, 
in Oakville, Ontario, at the age of 63. Mr. 
Gerow was admitted to membership in the 
Institute of Chartered Accountants of Que- 
bec on June 22, 1932. At the time of 
his death he was employed with the White 
Motor Co. of Canada Ltd. in Oakville. 


GERARD HURTUBISE — décédé subite- 
ment le ler aotit 1960, a l’Age de 54 ans. 
Monsieur Hurtubise fut admis 4 la Corpora- 
tion des Comptables Publics de la Province 
de Québec le 7 juillet 1941, et lorsque cette 
corporation se fusionna avec I’Institut des 
Comptables Agréés de Québec en 1946, il 
devint membre de cet Institut. Monsieur 
Hurtubise fut l’associé de son pére dans la 
firme Hurtubise et Richard. Depuis 1959, il 
était au Service de l’Impét Provincial sur le 
Revenu a Montréal. 


News of members and provincial Institutes’ 

activities received up to and including the 

llth of the month will appear in the 
following issue of the journal. 











BOOKS and 


MINING ACCOUNTING IN 
CANADA 


A clear and concise explanation of the 
accounting treatment of problems peculiar to 
WW. THING, THOUS. scscssisesicceces.cn00s0s. $3.00 


FINANCIAL REPORTING 

IN CANADA (3rd ed. 1959) 

An analysis of reporting practices of 300 
Canadian companies — 


SURI DANNY scccscstecseiekihicccssins $5.00 


INTEGRATED and ELECTRONIC 
DATA PROCESSING IN CANADA 


Chapters on auditing electronically produced 
records, evaluating E.D.P. possibilities and 
MEW RU OINID. fsisssscasccasveesesrsecstessevesvetees $1.75 


ECONOMICS 


Survey of Economics prepared by members 
of Queen's University, based on Economics 
notes used by Institute Course of Instruction 
CORSINETS GOGO) ccssscscicssceiscssscscscsaces 


CANADA'S INVESTMENT 
BUSINESS 


One of the best book- 
lets on the mysteries 
of the investment busi- 
ness — Toronto Globe 
Ran ccisclucs $1.75 





GRAIN ACCOUNTING IN 
CANADA 


A useful reference for those interested in 
QPAIN SCCOUNTING. «....0.sccosesccsscerssessoeeese $1.25 


MUNICIPAL FINANCE IN 
CANADA 
Municipal finance officers and auditors will 


find helpful data in this 40-page book- 
OE iss ooo st cues eae eect tenses $1.25 


[e 






BROCHURES 
FUNCTION OF MANAGEMENT 


Contains |! articles explaining what manage- 
ment is and the techniques used by top 
management to discharge its responsibili- 
MUMS sins dikscacuuencdeauescassericaesaanvenvendeesecnees $2.00 


SMALL RETAIL STORE 
ACCOUNTING 


A valuable brochure 
for the small retailer 
intent on seeing his 
business prosper, $1.25 





VALUATION OF PRIVATE 
BUSINESS AND PROFESSIONAL 
PRACTICE 


Answers to questions on minority interest, 
valuation of goodwill, price earnings ratios 
in measuring financial performance, etc $2.00 


ACCOUNTING FOR THE FOREST 
PRODUCT INDUSTRIES 


Concise descriptions of forest product indus- 
tries' operations and special accounting 
TOMTMIOS) a coecccaucocecsnee-shccencenacernatteteateees $1.75 


ACCOUNTING TERMINOLOGY 


A 77-page dictionary defining words and 
BNCMUOS cssiiyhsssseesssiss (members $2.00) $2.50 


SHOULD SMALL BUSINESS 
INCORPORATE? 


An outline of the advantages and disadvan- 
tages of incorporation, showing effect of 
EFSF NOR ORIE Sis cecccsccosesscsavensonnssodvsias 25¢ 


Please send remittance with orders—orders for less than $5.00 must 


be accompanied by remittance. 


See page opposite for order form. 


The Canadian Institute of Chartered Accountants 


69 Bloor Street East 


Toronto 5, Ontario 
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ONTARIO INSTITUTE 


C.A. Scholarships: The Ontario Institute 
has announced the winners of the 1960 
university entrance scholarships, each 
worth $1,000. They have been awarded 
to Howard Jacobs, 206 Elder Street, 
Downsview, of Northview Heights Colleg- 
iate Institute and James F. Dingle, 122 
Stratford Crescent, Toronto, of University 
of Toronto Schools. Mr. Jacobs secured 
eight firsts in the Grade XIII examina- 
tions, and Mr. Dingle was awarded seven 
firsts. The scholarships were initiated for 
the purpose of encouraging students to 
enter the Commerce and Finance courses 
at Ontario universities and the two 1960 
winners are now enrolled in the Commerce 
course at the University of Toronto. 


QUEBEC INSTITUTE 
Forum Program: Four forums, two in 
English and two in French, are scheduled 
for this fall in the Institute assembly hall. 
Charles H. Bray and Louis Philippe Ron- 
deau are chairmen, respectively, of the 
English and French committees on ar- 
rangements. 
80th Anniversary Lecture: The 80th an- 
niversary lecture of the Quebec Institute 
will be delivered by Herbert H. Lank, 
president and director of Du Pont of Can- 
ada Limited, at a dinner meeting in the 
Queen Elizabeth Hotel, Montreal on Tues- 
day, November 8. The subject of Mr. Lank’s 
address will be “The Accounting Profession 
— Spokesman for Free Enterprise”. 


ATLANTIC CONFERENCE 


The Institutes of the Atlantic provinces 
held their regional conference in St. John’s 
on Monday and Tuesday, August 22 and 23. 
It was the first time that the Newfoundland 
Institute had acted as host to the confer- 
ence. Approximately 40 members attended. 
Special guests were J. A. Wilson, first vice- 
president of the Canadian Institute, and 
R. D. Thomas, executive secretary. 

F. D. Woolgar, president of the New- 
foundland Institute, welcomed the partici- 
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pants. His remarks were followed by a 
panel discussion on estate planning. Mem- 
bers of the panel were J. Hyslop, J. D. 
Grieve and M. Pratt. 


At a luncheon on Monday delegates were 
welcomed to St. John’s by Mayor H. G. R. 
Mews. In the afternoon J. A. Wilson de- 
scribed his recent visit to accounting con- 
ferences in Australia and New Zealand, and 
R. D. Thomas reported on the activities of 
the C.I.C.A. The senior students of the 
Newfoundland Institute also attended this 
session. 


There were two panels on Tuesday. One 
dealt with the reports of the Atlantic In- 
stitutes on continuing education and long- 
range educational planning. Panelists were 
R. H. Busche (N.S.), G. K. McKenzie 
(N.B.), G. H. Williams (P.E.I.) and J. W. 
Conway (Nfld.). The other panel, consist- 
ing of G. F. Huck, W. W. Garland and 
J. B. Marshall, discussed who should re- 
organize a company’s accounts. J. A. Rey- 
nolds was chairman. 


WATERLOO-WELLINGTON C.A. 
ASSOCIATION 


The Waterloo-Wellington Chartered Ac- 
countants Association has elected a new 
executive and committee chairmen for 
1960-61. They are as follows: president, R. 
H. Fickes; vice-president, W. P. Pernfuss; 
treasurer, W. T. Mead; secretary, M. P. 
Greenhill; chairman, students’ assistance 
committee, D. W. Scully; chairman, pro- 
gram committee, W. P. Pernfuss; chairman, 
membership committee, H. F. Cumming; 
chairman, publicity committee, C. R. Kid- 
ner; chairman, recruitment & vocational 
guidance committee, C. H. Mitchell. 


C.A. CLUB OF VANCOUVER 
Luncheon meetings for the 1960 fall sea- 
son of the C.A. Club of Vancouver will be 
held at the Hotel Georgia on Thursday, 
September 15; Tuesday, October 4; Tues- 
day, November 1; and Tuesday, December 
6. 
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CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to 
The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 


Rates: Position Wanted $7.00 per column 
inch; Position Offered $10.00 per column 
inch; Open Rate $17 per column inch. 


Closing date is llth of preceding month. 


ACCOUNTANCY PRACTICE: Vancouver 
firm of chartered accountants wishes to 
purchase practice from practitioner con- 
templating retirement or transfer to other 
endeavours. Reply to Box 256. 


C.A. DE MONTREAL prendrait un associé 
pour s’occuper d’une partie de sa clientéle 
et partager les dépenses de bureau. Pour 
renseignements écrire a B.P. 270. 


C.A. OR C.P.A. under 30 for head office 
of Life Insurance Company. A real oppor- 
tunity to be associated with systems devel- 
oped around a large scale electronic data 
processing installation and its operation. 
Must be managerial calibre. Forward full 
details as to age, education and practical 
experience to Box 273. 


WE HAVE a position open for a supervisor 
to head a department rendering accounting 
services to client companies. Degree not 
essential. Good employee benefits. Reply 
giving full particulars and salary required to 
Trust Accountant, The Bank of Bermuda, 
Limited, Hamilton, Bermuda. 


Bank 
Confirmation 


Forms 


(revised ) 


CHARTERED ACCOUNTANT — Toronto 
— Jewish, recent graduate, desires per diem 
work to supplement growing practice. 
Would also consider expense sharing ar- 
rangement, or position leading to partner- 
ship. Box 271. 


INTERNAL AUDIT Assistant required by 
wholesale food distributors in Western Can- 
ada. Must have auditing experience but 
degree not necessary. Willing to travel ex- 
tensively. Single preferred. Write — Secre- 
tary, P.O. Box 860, Calgary, Alberta. 


CHARTERED ACCOUNTANT: Initiative 
and ambition are sought in a young char- 
tered accountant interested in responsibility 
and prospects for advancement in public 
practice with a _ well-established firm of 
Vancouver chartered accountants. Reply in 
writing to Box 255, furnishing pertinent 
personal information, educational attain- 
ments, and material concerning training 
and experience. Our staff is aware of this 
advertisement. 


INTERMEDIATE STUDENT required by 
medium sized Toronto firm. We are seeking 
someone with above average ability who 
would like to continue in the profession 
after qualifying. Reply in confidence stat- 
ing experience, age, academic history and 
other personal data to Box 272. 


INTERMEDIATE OR SENIOR student for 
medium-sized office in western Ontario. Staff 
study program and other benefits available. 


Present staff aware of this advertisement. 
Box 274, 


Blank, per 100 


Imprinted (minimum 


Per 100 additional, 
ordered at same time $3.50 


Postage or Express Collect 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Ontario 








BARRISTERS AND SOLICITORS 





MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 
6th Floor, Hollinsworth Building - - - Calgary, Alta. 
PITBLADO, HOSKIN & COMPANY 
Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 





Roy Building - - - - - - = Halifax, N.S. | 


ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers _ - Hamilton, Ont. | 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 


Barristers and Solicitors 


88 Metcalfe Street - - - - - - = Ottawa 4, Ont. 





BLAKE, CASSELS & GRAYDON 
Barristers and Solicitors 
The Canadian Bank of Commerce Building - - - Toronto 1, Ont. 
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BORDEN, ELLIOT, KELLEY & PALMER 
Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 





WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - -  - = ~ Toronto 1, Ont. 


HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 


Royal Bank Building - - - - + - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - - -  - Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 


Barristers and Solicitors 


100 Place dYouville, Suite 200 - - - Quebec, P.O. 


MacPHEHSON, LESLIE & TYERMAN 


Barristers and Solicitors 


2936 Albert Street - - - - - - Regina, Sask. 
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LIFE INSURANCE 


MERTON DURANT — ROSS DURANT, C.L.U. 
We offer service based on many years of successful experience. 


Pension Plans, Estates Analysis, Employee Benefit Plans 


THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.L.U. 
Estate Planning 


SUN LIFE OF CANADA, 60 VICTORIA ST., TORONTO 


ELDER, DONALDSON & CROFTS 


CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
BUSINESS VALUATIONS — GEO. OVENS, C.P.A. 


Licensed with The London Life Insurance Company 


Chartered Life Underwriters 55 YoNcE STREET, TORONTO, ONT. 


REUBEN SCHAFER, C.L.U. 


OCCIDENTAL LIFE INSURANCE AGENCY 
Term insurance a specialty 


491 LAawrENCE Ave. WEstT, Toronto 12, Ont. RU. 9-1291 


J. MILTON BROWN — J. ROGER FLUMERFELT 


Chartered Life Underwriters 
GROUP BENEFITS BUSINESS INSURANCE ESTATE PLANNING 


LONDON LIFE INSURANCE COMPANY 
200 St. James St. West MONTREAL, QUE. 


SAMUEL LITWIN, C.L.U. 
Estate and Business Insurance Analyst 
SUN LIFE OF CANADA 


Sun Lire Boumpinc MONTREAL, QUE. 
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How does Accounts 
Receivable Financing work? 


The cost for the loan is the same 
interest that the bank charges, 7% per 
annum. Our profit is made from a small 
service charge of from 1% to 24% per 
invoice, charged only once (and not each 
month as some people think), that is made 
when the receivables are discounted. 


We set no limit on our loans. Our 
advances are made accordingly to their 


sales. The more they sell, the more money 


the firm needs to operate. Funds are 
available immediately as goods are 
shipped. 


No contracts are signed obligating the 
firm to discount all their receivables for 
any period of time with us. 


Nor do we ask that they assign all their 
accounts to us. The firm may wish to keep 
certain accounts, who do not wish to be 
factored, for themselves. 


_ We advance 75% -90% on the 
invoices. These advances are usually made 


on a weekly basis but can be done 
more frequently if desired. 


The difference, which we call reserves, 
is paid back when the account is paid. 


Advances on every acceptable schedule 
of invoices will be paid the same day 
we receive the schedule. 


Last year the total volume of factoring 
and accounts receivable financing in the 
United States reached $11-billion. Non- 
Bank Financing evidently works. The 
costs are usually offset by increased sales; 
and increases profits through having 
proper inventories and modern plant and 
equipment made possible by our funds. 


INTER-PROVINCIAL COMMERCIAL 
DISCOUNT CORPORATION LIMITED 
1541 Davenport Road, 

Toronto 4, Ontario, LE. 6-1115 





SOLE UNDERWRITERS OF 
Professional Group Loss of Income Plans 


For 


The Institute of Chartered Accountants of Ontario 


The Academies of Medicine of Hamilton, Ottawa and Toronto 


The Associations of Professional Engineers of Alberta, British 


Columbia, Ontario and Quebec 


The Bars of Montreal and Vancouver, and the Law Association 


of York County 


and over 100 other professional Associations throughout Canada 


Continental Casualty Company 


ASSOCIATION GROUP DIVISION 
Head Office of Canada: 160 Bloor St. E., Toronto 








Letters typed on the new IBM Electric 

have a distinguished appearance... 

an especially fine quality that builds personal 
and company prestige. It is the typewriter 
for the business and professional man 

who demands the best. 


INTERNATIONAL BUSINESS MACHINES COMPANY LIMITED 
Don Mills Road, Toronto 6, Ontario. 
Branches in principal cities. 


. 


the new IBM electric 





